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A leading Society offers 4% 
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Within 
the means 
of every office 


For the very first time proportional 
spacing is introduced in a standard, 
manually-operated typewriter — the 
Olivetti Graphika. 

Graphika proportional spacing brings 
to every-day typing the precision and 
beauty of a page from a well-printed 
book.!Inordinary typewriters thecarriage 
moves by one constant unit of space 
for each stroke, but in the Graphika 
each character on the keyboard is given 
only the amount of space its own width 
calls for. The result is an extraordinary 
improvement in the appearance of any 
and every typed page - achieved with 
great simplicity of operation and ata 
cost surprisingly little higher than that 
of an ordinary standard typewriter. 


Graphika 


OLIVETTI GRAPHIKA: Price £89.10.0 





Made in Great Britain by 
British Olivetti Ltd 
10 Berkeley Square, London W1 

Sales Branches : 

London —32/34 Worship Street, EC2 


Birmingham —14 Waterloo Street, Birmingham 2 


Glasgow — 115/207 Summerlee Street, £3 


Authorised dealers throughout the country 
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Until 100 years ago, all papers 
were made mostly from rags. This was 
because rags have always been the most 
satisfactory raw material for making strong 
and durable papers. Even today rag papers 
are the best where a combination of 
strength, durability and character is required. 
Rag papers are distinctive and give an 

air of importance to letterheadings, 
commercial stationery, documentsand ledgers. 
Most of the fine papers in the Gateway Range 
of watermarked papers have a high rag 
content and are also tub-sized and 
air-dried. Goatskin Parchment, W. T. & Co., 
Heralds Loan and Conqueror are famous 
examples of Gateway rag papers 

which are accepted throughout the world as 
the best of their kind. 

With every sheet of Gateway watermarked 
paper there is a guarantee of quality — it 

is the Gateway in the watermark. Look for the 
Gateway in the watermark and be sure of the 
best. Gateway Papers can be obtained through 
your usual printer or stationery supplier. 


THE WIGGINS TEAPE GROUP 





Gateway House 1 Watling Street London EC4 
Telephone City 2020 
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A Financial Notebook 








World Deflation Deepens— 


EVIDENCE that world deflationary 
tendencies are deepening loomed 
large over the economic scene last 
month. From America came news of 
a rise in unemployment in January 
of over a million, to 43 millions; of a 
three point January fall in the ad- 
justed index of industrial produc- 
tion, marking a decline of over 8 per 
cent since August; and of President 
Eisenhower’s reassurance that March 
would see the “* beginning of the end 
of the downturn’’—the tone of 
which evoked in the minds of many 
people memories that were far from 
reassuring. World commodity prices 
and freight rates have continued to 
sag. In Britain, unemployment in 
January rose by 60,000; and first 
indications suggest a further rise of 
28,000 in February, to 423,000. This 
level is the highest for five years— 
though the percentage of 1.9 is barely 
larger than in January-February last 
year, and one-third of America’s 
percentage. 

The lengthening shadow from 
America has cast gloom over London 
equities, the Financial Times index 
dropping below its nadir in Novem- 
ber last to 154.4, a new low point 
since mid-1954. In the gilt-edged 
market, in contrast, the authorities 
have felt obliged to restrain a nascent 
buoyancy. The market tactics, de- 
scribed below, have been backed by 
firm statements from the Chancellor 
and the Governor. Mr Heathcoat 


Amory again pointed out that stable 
money was not an alternative to 


higher production but a prerequi- 
site, and that “‘ to get higher produc- 
tion now by monetary relaxation ”’ 
would mean renewed inflation. 


—Britain’s Task Unchanged 
Mr Cobbold, in his speech to the 


Overseas Bankers’ Club (quoted ex- 
tensively on pages 181-183), de- 
clared that “‘ the battle against infla- 
tion is only half won” and that 
‘the general lines of policy ’”’ laid 
down last September must be main- 
tained ‘‘ until that half is converted 
into a whole ’’. He noted the gather- 
ing clouds of deflation on the world 
horizon, but emphasized _ that 
‘“ whether the patches of recession 


around the world are destined to 
fade away or to go deeper, our im- 
mediate task is the same—to keep 
our own house in order, to maintain 
the value of the currency and to 
keep our costs and prices stable ’’. 
Only thus, the Governor added, 
“shall we be poised in the months 
that follow to counter either a re- 
newed spurt of inflation or the 
strains to which a deeper recession 
elsewhere might expose us’”’. A 
similar theme was voiced by the 
first report of the Cohen Council 
on Prices and Incomes, published 
just as this issue went to press. 
The council approves the September 
measures, and states that “ it would 
not be alarming ”’ if there were some 
further rise in unemployment. 


The authorities have given prac- 


tical force to their intentions by 
resisting the potent downward in- 











fluences on interest rates that have 
been making themselves felt. As 
at the corresponding stage of 1957, 
there has been a sharp fall in the 
Treasury bill rate, again due partly 
to the technical influence of the 
seasonally declining supply of bills 
and partly to speculations on an 
early reduction of Bank rate. But, 
in sharp contrast with last year, the 
downward pressure on rates has ex- 
tended also to the long-dated end of 
the gilt-edged market, reflecting an 
underlying confidence in gilt-edged 
as an investment, which was never 
present in 1957. 

Accordingly, the main damper 1m- 
posed by the authorities at this end 
of the market—a cash issue of £300 
millions of a new Funding Stock 
54 per cent, 1982-84, at 984—merely 
achieved its object, whilst last year’s 
issue, of a further tranche of Funding 
34 per cent, 1999-2004, marked the 
beginning of the depression from 
which gilt-edged emerged only after 
the decisive measures of September. 
The latest issue, following hard on 
that of £500 millions of 53 per cent 
Exchequer Stock, 1966, gives re- 
assuring evidence that the need to 
pursue funding with vigour is not 
being compromised by considerations 
of limiting the interest cost to the 
Treasury. And the authorities are 
now seeing that this firmness ‘is itself 
encouraging genuine public demand 
for their stocks. ' 


Bill Rate and Bank Rate 


In the money market, the fall in 
the Treasury bill rate continued 
through February; at the tender on 
February 21 the rate dipped below 
6 per cent, 7 per cent below mid- 
January and 3 per cent below the 
peak after the Bank rate rise. But 
the fall has been visibly restrained 
by the Bank of England’s firm thrust 
in the open market. After an excep- 
tionally sharp cut of 3s 4d per cent 
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in the discount market’s rate at the 
end of January, the market was put 
‘in’ the Bank six times in a fort- 
night, and the amounts involved 
were substantial. The credit strin- 
gency has maintained, and even 
increased, the average cost of the 
discount market’s money, and the 
margins on bills are now quite fine. 

The main contrary influence has 
come from the fall in money rates 
overseas, and especially in America 
—where the Treasury bill rate fell 
from 3.6 per cent in the autumn to 
just over 14 per cent in the first half 
of last month—and then to 1.2 per 
cent. ‘The margin on arbitrage be- 
tween New York and London with 
the exchange covered has widened 
to over 1 per cent. The first appear- 
ance of foreign money for interest 
arbitrage provoked a widespread feel- 
ing in the market that the Bank of 
England would probably find it pru- 
dent to follow the general trend. The 
Bank has shown its attitude, 1n words 
and in market action, and if the 
market pressures do now turn out to 
be the stronger there should be less 
danger that a technical move by the 
Bank will be misinterpreted as an 
adjustment of policy. 


Sterling in Demand 


The inflow of funds for interest 
arbitrage has, in any case, played no 
large part in the recent strength of 
sterling and the reserves, for virtually 
all such funds nowadays tend to be 
covered forward against the exchange 
risk, which normally involves_a 
matching sale of sterling for dollars 
in the spot market. Sterling’s strength 
is attributable primarily to favourable 
seasonal influences and the covering 
of short accounts. There has also 
been a notable foreign demand for 
United Kingdom securities, includ- 
ing not only the new Shell shares, 
but also the new Government loans 
—the Funding Stock has the attrac- 
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tion of being tax-free to non-resi- 
dents. ‘This demand has lifted the 
rate for security sterling within the 
margins of the official rate. At the 
same time, the London premium on 
dollar stocks has sunk to around 43 
per cent. The official rate has been 
driven towards the upper limit, and 
the Exchange Account has been ac- 
quiring considerable quantities of 
dollars in holding the rate at 
$2.813- {though late in the month 
the rate dipped below 82.81. 

This follows gold figures for 
January that were the best since the 
spring of 1954. The reserves rose by 
$131 millions, with no special sup- 
port, and after paying $13 millions 
to the European Payments Union for 
the deficit incurred in December. 
The balance with EPU in January, 
moreover, returned to surplus, of 
{10} millions, bringing in 822 
millions to the reserves last month. 
If this is added to the January gold 
gain and the EPU payment for 
December is deducted, the true 
dollar surplus for the month amounts 
to $166 millions. ‘This compares 
with S86 millions in December, 871 
millions in November, 5141 millions 
in October—and with the drains of 
$300 millions in both September and 
August. At end-January, the reserves 
totalled 52,404 millions, just above 
their level on the eve of the summer 
drain; but since then $250 millions 
has been drawn from the Export- 
Import Bank. Authority to draw the 
remaining $250 millions expired at 
the end of last month, and was 
expected to be renewed. 


Financing State Boards 

The ‘Treasury has deferred a de- 
cision on the future method of 
fhnancing the capital outlays of the 
nationalized industries. It has pre- 
sented a Bill to extend until the end 
of August the period in which ad- 
vances may be made from the Ex- 

























































chequer under the Finance Act of 
1956 to nationalized boards other 
than the Coal Board (which has 
throughout received direct Exchequer 
finance under its own Act). The 1956 
Finance Act authorized a total of 
£700 millions in the financial years 
1956-57 and 1957-58; no increased 
authorization is now needed, as the 
advances by end-March are expected 
to be about £580 millions, leaving a 
further £120 millions to be advanced 
by end-August. 

Before this innovation of pro- 
cedure introduced by Mr Macmillan, 
it may be recalled, the State industries 
other than the Coal Board were 
financed by market issues of Govern- 
ment-guaranteed stock, and in prac- 
tice ran up heavy overdrafts with the 
banks. ‘The Exchequer funds were 
used to bring these overdrafts down 


to £50-£60 millions. 


The Budget Total 

In spite of its politically difficult 
decision to raise the rates of weekly 
contribution to the National Health 
Service, the Government has not, 
after all, succeeded in cutting the 
apparent prospective increase in next 
year’s total current expenditure per- 
ceptibly below the £50 millions 
popularly supposed to measure the 
difference between Mr Thorneycroft 
and his Cabinet colleagues when he 
resigned in January. The 1958-59 
estimates for supply services, after 
taking credit for £24 millions from 
the increased NHS contribution from 
July 1 next (the yield in a full year 
should be £32 millions), total £4,260 
millions, whereas the total revised 
estimate for 1957-58 is {£4,214 mil- 
lions. The real prospective increase, 
moreover, is certainly much larger 
than this difference of £46 millions 
might seem to imply. The so-called 
revised estimate for the year now 
ending is computed by adding to the 
original estimates some £130 millions 
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of net additional votes, but it takes 
no account of the underspendings 
that may be expected on other votes 
(or, conceivably, even on the supple- 
mentary ones). At mid-February, 
supply expenditure for 1957-58 was 
running only slightly above the 
1956-57 level, and thus showed a 
smaller increase than had been en- 
visaged by the original estimates. 
Revenue already shows very nearly 
the increase budgeted for the full 
year. 

If the total estimates now published 
are compared with the original esti- 
mates for 1957-58 (after taking 
account, in both years, for the change 
in NHS contribution), the increase 
proves to be around £200 millions. 
But this is on the assumption that the 
local costs of British troops in Ger- 
many, estimated at {47 millions, will 
be reimbursed by a German con- 
tribution. On that basis, the net 
estimate for defence shows a small 
decline. The aggregate “ ordinary ”’ 
expenditure for which the Chancellor 
must provide in his budget will, it is 
clear, be rather in excess of £5,000 
millions—compared with last year’s 
budget total of £4,827 millions. 


Wages by Cheque ? 

Mr Graham Page, MP, whose 
private Member’s Bill to eliminate 
endorsements subsequently hecame 
the Cheques Act, has now turned his 
attention to another reform in the 
banking sphere—the amendment of 
the clause in the Truck Acts that is 
believed to preclude payment of 
wages by cheque. Mr Page’s Bill 1s 
cautious, and would permit no more 
than the payment of wages by means 
of an order to a banker where the 
worker has agreed to the payment of 
his wages into a banking account. 
The limitation in the scope of the 
reform is designed to allay the 


standard criticism from the unions 
that workers must not be given 
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cheques unless they want them, and 
the objection of shopkeepers that if 
all workers are given cheques the 
shops will have to cash them. But 
the effect is to narrow drastically the 
range of possible wage payments by 
cheque, to the few wage-earners who 
already possess bank accounts. 


Credit Trend Improves 


The clearing bank statements for 
mid-January show a marked reversal 
in the first fifteen days of the year 
of the credit trend reflected in the 
figures for the last six weeks of 1957, 
This is attributable in part to the 
beginning of the new year tax influx, 
but it suggests also that the quicken- 
ing of credit expansion indicated by 
the end-year accounts may have been 
exaggerated by temporary influences. 
Both net deposits and liquid assets, 


Jan 15, Change on 
1958 Month Year 
£mn {mn {mn 
Deposits.. 6709.7 ~219.4 1764 
“Net” Dep* 6392.1 —~123.7 ~— 168.6 
Liquid yA 
Assets 2536.1 (37.8) -—127.9 — 888 
Cash .. 550.3 (8.2) - 50.2 + 25,3 
Call Money 423.3 (6.3) -102.1 - 42.1 
Treas Bills 1434.8(21.4) + 31.9 +1314 
Other Bills 127.7 (1.9) 7.4 -— 25.7 


“a 
Assets 3941.4 (58.7) ~— 11.6 ~~ 83.2 
Investments 2082.4 (31.0) — 33.7 + 90.2 


Advances.. 1858.9(27.7) — 22.1 —- 5.0 
State Bds 77.5 1.3 -— 17.6 
All other 1781.4 —~ 20.8 + 12.5 


* Excluding items in course of collection. 
+ Ratio of assets to published deposits. 


which had risen markedly more than 
seasonally in the six weeks to end- 
December, fell more than seasonally 
in the first fortnight of January—by 
£123.8 millions and £127.9 millions 
respectively. In the two months as a 
whole, net deposits rose by £156.2 
millions (compared with {135.4 
millions a year before), and liquid 
assets rose by {132.0 millions (com- 
pared with £137.2 millions). The 


advances item also fell in January, to 
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{15.2 millions below its November 
level; excluding nationalized in- 
dustries, which increased their bor- 
rowings, the repayments in the two 
months reached {34.5 millions (com- 
pared with {25.1 millions a year 
before). 

A notable feature of the January 
statements is the rise of {33.7 millions 
in investments. This appears to re- 
flect the banks’ initial take up of the 
54 per cent Exchequer Stock—which 
just got into the figures—net of swaps 
of other securities, including the 4 
per cent Conversion Stock maturing 
in June. Three banks show a sig- 
nificant net increase in their gilt- 
edged portfolios: Lloyds (by £13.2 
millions), the Westminster ({£10.0 
millions) and the National Provincial 
({7.0 millions). 


Mr Krishnamachari Resigns 


The political mortality rate is 
reckoned to be high among Indian 
finance ministers. In the eleven years 
of independence there have been 
only four; but Mr Deshmukh held 
office for five and a half years, and the 
other three have averaged less than 
two years apiece. Mr T. T. Krish- 


namachari, who resigned in_ the 





second week of February, took office 
in November, 1956, after five years 
as Minister of Commerce. His term 
at the finance ministry has been 
nothing if not eventful. Shortly after 
taking up the portfolio the foreign 
exchange crisis was upon him in full 
blast. Now he has been forced out of 
office by the findings of the recent 
inquiry into the circumstances in 
which the state-owned Life Insurance 
Corporation invested Rs 1} crores 
(£937,500) in the Mundhra group of 
companies last June. 

The commission’s report describes 
Mundhra as “a financial adventurer”’ 
whose antecedents were well known 
to the authorities in Delhi, with the 
implication that the finance ministry, 
at whose instance the investments 
were made, should have exercised 
more care. As the political and ad- 
ministrative heads of the ministry, 
Mr Krishnamachari and the principal 
secretary, Mr H. M. Patel, come in 
for severe censure; and “‘ T’T'K ”’ has 
taken the only course consistent with 
the doctrine of ministerial responsi- 
bility. But Mr Krishnamachari’s 
departure is a serious loss to Mr 
Nehru’s cabinet, and the corre- 
spondence which has passed between 
the Prime Minister and his ex- 
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colleague shows that Mr Nehru is 
fully aware of this. He has not such a 
plethora of good men at his disposal 
that he can afford to lose a minister 
who has shown great technical com- 
petence in his conduct of the two 
most important economic depart- 


ments. In addition, Mr Krishna- 
machari proved a first-rate expositor 
of the Indian case abroad; on his 
visits to Britain, Europe and the 
United States last autumn he pre- 
sented the case for aid and investment 
with considerable skill and an aware- 
ness of Western susceptibilities and 
problems which none of his pre- 
decessors had shown. 

Furthermore, while putting India’s 
needs first, Mr Krishnamachari had 
in recent months become what may 
be called a good sterling area man, 
favouring close consultation and co- 
operation with London. In his re- 
latively short period of office he 
introduced some controversial fiscal 
legislation; and the coming 1958-59 
Indian Budget will be very largely 
Mr Krishnamachari’s handiwork. It 
will not be easy to find a successor of 
quite the same engaging qualities or 
of equal calibre. Mr Nehru has him- 
self assumed temporary charge of the 
finance portfolio, and presumably is 
in no great hurry to name the new 
incumbent of what is, by general 
agreement, recognized as one of the 
heaviest posts in a much over-worked 
administration. 


Gambling into Bankruptcy 


It is provided in the Bankruptcy 
Act, 1914, that a bankrupt who has 
outstanding at the date of the re- 
ceiving order debts contracted in the 
course of his trade or business is 
guilty of a misdemeanour if within 
the two years before the date of the 
petition he has “ materially con- 
tributed to or increased the extent of 
his insolvency by gambling ”’. Under 





138 





this provision, a bankrupt was sen- 
tenced at London Sessions in Decem- 
ber to six months’ imprisonment; 
last month, in Regina v Vaccart, the 
Court of Criminal Appeal allowed 
his appeal against this conviction. 

The decision is likely to raise 
fanciful visions rather than practical 
issues, but it is a significant defeat 
for the Inland Revenue. The point 
of the appeal was that the bankrupt 
had owed nothing to anyone except 
the Collector of Taxes; to him he 
owed £7,000. Cassels, J, remarked 
that, on the authorities, income tax is 
not a debt arising out of or in the 
course of trade or business, but the 
Crown’s share of the profit; it is not 
a trade debt, but a statutory liability, 
and cannot possibly be held to come 
within the words of the statute. He 
added that the result might seem very 
strange, but that that was a matter for 
Parliament. The Chancellor may 
decide to close the loop- hole, but in 
the meantime so long as we gamble 
only with our income tax we may 
gamble into bankruptcy with im- 
punity. 


2d Medallion for Cheques 


The embossed 2d revenue stamp 
on cheques in Great Britain will 
shortly be replaced on the cheques 
of a number of banks by a printed 
medallion included as part of the 
normal cheque printing process. This 
innovation, which follows long nego- 
tiations with the Inland Revenue 
under a provision in the 1956 Finance 
Act, will yield significant savings in 
the costs of cheque printing, since 
the process must at present be inter- 
rupted while the cheques are sent to 
the Stamp Office. The banks also 
gain under the new arrangements by 
paying the stamp duty after cheque 
books are issued to customers, instead 
of in advance on the whole batch of 
cheques at the Stamp Office. 




















Challenge to the Bank 


HE City has come under heavy fire again in this past month, for the 

third time since last autumn’s rumours of leakage of Bank rate 

intentions brought it into the forefront of popular gossip. The 

occasion for this new attack, with the Bank of England as principal 
target, was the Parliamentary debate on the report of the Tribunal. It might 
have been hoped that that emphatic vindication of City integrity would have 
given pause to the denigrators: instead, it has merely diverted the criticisms 
into other channels, and has even spurred on the thinking up of new 
accusations. ‘The level.of the Parliamentary debate, as Sir Oscar Hobson 
points out on page 156, was abysmally low. But even irresponsible charges 
may do harm if allowed to stand unrefuted; the general public has no means 
of knowing which of the accusations would properly be dismissed out of hand 
by the well informed. Nor ts it true that no case has been made that warrants 
an answer. On several of the major issues the desirability of an impartial 
review has already been conceded by the Government: the Chancellor has 
confirmed that the constitution of the Bank of England’s Court of Directors 
and the relationships between Bank and Treasury will be examined by Lord 
Radcliffe’s Committee on the working of the monetary system. 

The City will be well advised to heed the atmosphere revealed by these 
debates. After the Rochdale by-election there should be no doubt about the 
dangers it portends. So far as concerns the Bank, the attack is no longer 
mainly focused on the question of part-time directors, but has been extended 
over a very wide front. The Labour Party, it seems, is having second thoughts 
about its own nationalization statute. It is not sure whether that went as far, 
or made matters as clear, as the Labour Government of 1946 intended. These 
doubts are not confined merely to the wild men of the back benches who rail 
at the ‘“‘ bone-headed doctrinaires ”’ of Bank and City, who accuse them of 
“clinging to former glories’’ or who think them “ still dominated, still 
run by this charmed circle drawn primarily from the merchant bankers ”’ 
Here there is inexcusable ignorance of readily ascertainable facts: the weight 
of the merchant bankers on the Court, three among twelve part-timers on a 
total Court of eighteen, can be readily seen from the detailed tabulation of 
the directors and their interests that we publish on page 168. But the doubts 
are voiced also by Labour’s “‘ Shadow ”’ Chancellor, Mr Harold Wilson, who 
held high office in the last Labour Government and, though he never served 
at the Treasury, ought to know something of the relationships between Bank 
and Chancellor. He concedes that the Bank ought not “‘ to become a branch 
of the Treasury ’’, vet calls for reconsideration of the ‘‘ outdated ”’ system of 
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part-time directors, accuses the Bank of behaving “ like a sovereign state ” 
and of taking vital decisions “‘ in an amateurish way ”’. 

Even Dr Dalton, the Labour Chancellor who sponsored the 1946 Act, now 
seems muddled on the vital question whether, in Mr Wilson’s words, the 
“‘ clear primacy ” does indeed lie with the Chancellor. ‘“‘ Some simpletons ”’, 
he wrote with characteristic pomposity last month, “‘ said that my Act 


changed nothing. They did not know their history.... My Act made_ 


it quite clear that, in future, power of decision rested with me if [ 


chose to use it, and not with him. . . the Governor ”. That is indeed how | 


both Treasury and Bank understand the law to-day (see page 163). But 
Dr Dalton remains confused: he ended his article by insisting that it 
“must be made unquestionably clear’ that final decision rests with the 
Chancellor. 

The confusion, unwarranted though it is, that ran through the Labour 
speeches on this crucial matter perhaps owed something to a regrettably 
misleading remark by Mr Peter Thorneycroft. He explained that he had had 
to ‘‘ persuade’”’ the clearing banks to accept a ceiling on their advances 
because, as he thought, there was no power to impose it by law. In fact, 
there is such power, and it is just as clear as the power of the Treasury to 
“ direct ’’ the Bank of England. The only difference is that if one or more 
commercial banks are to be directed, the direction has to flow from and on the 
initiative of the Bank of England, subject, however, to specific authority 
from the Treasury. Mr Thorneycroft, it seems evident, was not alluding to 
this subtle and rather academic distinction. He appears to have been himself 
misled by the fact that every Chancellor, Labour or Conservative, has pro- 
ceeded by consultation and “‘ persuasion ’’: the formal machinery of Section 4 
of the 1946 Act never has been set in motion, though its existence in the 
official armoury has certainly exerted a strong if not a coercive effect. 

Labour Chancellors as well as Conservative have thus recognized at this 
point the virtues of the tradition of the London market—which is, indeed, 
the very essence of its strength, efficiency and flexibility—of proceeding by 
co-operation rather than compulsion. Nobody with any practical experience 
of this system would wish to substitute the formal directive, but one of the 
almost inevitable disadvantages of informality is that it makes it hard, if not 
impossible, for people not within the inner circle to know where the real 
power resides. ‘Those who are hostile to the City and Bank find in this 
penumbra the means of sowing doubts in the minds of many who are not 
predisposed to suspicion, but who simply have no means of testing those 
suspicions for themselves. The area of vague dissatisfaction, as distinct from 





Bank, City and Public 


A detailed presentation of information about the Bank and 
several other City institutions culled from the evidence 
before the Parker tribunal is given. on pages 161-18} a 
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overt hostility, is certainly much wider than the Labour circles that have 
been so vocal recently, and it is a wider one than it was a few months ago, 
notwithstanding the clean bill from the Tribunal. 

These tendencies are indicative of a rising challenge, and the City and 
Bank must make very sure that their case does not go by default. Much 
more is involved in this than a defence of what is traditional: practice 
must be justified by modern needs. Though many of the critics may not 
realize it, the challenge is really directed at the whole principle of the free 
economy, in which the market mechanisms of the City and an effective and 
virile central bank play an indispensable part, just as they are also indis- 
pensable for the maintenance of sterling as an international currency and in 
the functioning of the sterling area. If the principles of this system are 
being eroded, at present they are in much greater danger from the confusions 
of the many who simply do not know what the argument is all about than 
from the few who are sure they would prefer an authoritarian system and a 
fully controlled economy. More than ever is it important that the leaders of 
the City, and especially the Bank, should learn how to explain themselves. 

The Bank of England may feel confident that its behaviour in the national 
interest—not merely City interest—can pass any relevant tests, just as it has 
passed triumphantly through this recent test in the matter of integrity. It 
may feel reasonably sure, for example, that the essential principles of the 
present system of part-time directorships, which both the Governor and the 
Chancellor plainly regard as of far-reaching importance in maintaining the 
virility and effectiveness of the Bank, will come unscathed through the 
Radcliffe inquiry. It may feel satisfied with the breadth of its contacts with 
the outside world, convinced that it is constantly moving with the times, that 
it is not guilty of any “‘ amateur ”’ approach to economic policy, that it main- 
tains an open mind upon some at least of the controversial issues affecting 
its own constitution and policy—such, for example, as whether any of the 
“ Big Five’ bankers should join the Court. 

The day is long past, however, when it was sufhcient for the Bank to rest 
on this inner confidence. If it waits for the principles in which it believes 
to be put to the test (and vindication) of public enquiry, it may find that the 
real battle has already been fought, and lost, because of the mounting pre- 
judice that has been fed by misunderstanding. It was the more welcome, 
therefore, to find the Governor of the Bank last month himself entering the 
arena of debate. The major part of his speech was devoted to giving a 
spirited answer to almost all the major charges recently levelled against the 
Bank, a significant rejoinder which we reproduce on pages 181-2. Most 
prominent, perhaps, is Mr Cobbold’s further defence of the system of part- 
time directors—leading to the warning that it can persist in the long run 
only “if some discretion is used in treating them as a political football ””— 
and his reminder that the Bank’s “‘ window on the outside world ”’ is far 
from confined to these directors. In particular, the Bank’s relationship with 
the clearing banks is ‘‘ second only in importance to the Bank’s relationship 
with the Government ”’; and thus far both Bank and banks have felt that 
the existing channel is preferable to direct representation on the Court. 
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It is much to be hoped that the precedent of this statement will be followed 
as and when opportunities arise. But that sort of policy, if such it becomes, 
cannot be enough by itself. The kind of suspicions and misunderstandings 
that abound cannot be cleared up merely by a campaign of rejoinders to the 
critics, nor can all the rejoinders automatically carry conviction. It may 
be useful to remark, as in this instance, that the senior staff includes two 
former Oxford dons (“‘ not to mention the Deputy Governor ”’), but that is 
scarcely an unassailable refutation of the kind of charge that has been made 
about the Bank’s attitude to economic policy and the réle of monetary policy 
within it. Merely to tell the public that the Bank acts always in the national 
interest is not enough: the public must be enabled to judge that for itself. 

That, at present, the public cannot do. Even close observers often find it 
hard to guess what the Bank’s policies are, or what sort of influence it is 
bringing to bear. Mr Cobbold, as this same statement pointed out, has been 
more forthcoming than his predecessors in this century, and never more so 
than in the past year or two. The trend is in the right direction, but it is too 
slow, and the contacts it affords are too haphazard. Even in this latest phase 
hardly anyone beyond the small inner circle has been able to feel in continuous 
touch with the Bank’s thinking. The public utterances have afforded merely 
spasmodic glimpses, and sometimes—as on the occasion of the Bank rate 
reduction a year ago—these have created more doubts than they resolved. 

If the atmosphere of growing suspicion is to be dispelled, by far the most 
urgent of the tasks before the Bank is to find a fitting way, consistent with its 
relationship to the Treasury, of meeting this need for continuity of knowledge, 
and systematic knowledge, of its policies and what it is trying to do. Obviously 
there might be dangers—from which the Bank and the City might in the end 
be the worst sufferers—if the Bank so consistently showed a “ slant” 
differing from the Government’s as to imply that it was seeking to “ build 
a separate, and perhaps a rival, empire ’’. But Mr Cobbold here pushes the 
argument of the critics to its extreme. Those who feel that in this matter 
at least there is room for improvement, and quite a lot of room, would not 
necessarily echo the most caustic of the comments commonly heard, nor 
would they deny that there are some arguments on the other side, that the 
Bank’s problems differ from those of some other central banks. The most 
telling case the Bank has to answer is in truth one put against it by one of 
the friendliest and most restrained of its critics. Professor Lionel Robbins, 
in a broadcast delivered months before the present controversy was stirred up, 
asked this question: ‘‘ Is it really true that the contrast between the splendid 
monthly bulletin of the Federal Reserve Board and the meagre annual reports 
of the Bank of England is part of the necessary order of nature?’’ In this 
contrast Professor Robbins saw the main source of that other and more 
fundamental contrast, between the ‘‘ immense moral strength ”’ built up by 
the Federal Reserve and “‘ the often misinformed criticism with which the 
conduct of our own central bank is surrounded’. ‘The City and Bank may 
or may not be justified in ignoring, as they customarily do, the taunts of their 
enemies. But they would be wise to ponder. well the criticisms that come 


from their friends. 
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Europe’s Dangerous 


Discord 


ES'TTERN EUROPE has in recent months presented a some- 
what gloomy and dispiriting picture. In both the economic 
and political spheres there is growing disunity where it had 
been hoped unity would be forged. ‘The common market of the 
six countries of Little Europe has come into being, at least on paper, but the 
plans for associating the rest of Western Europe with this community in a 
free trade area are meeting a strange and passionate hostility. That hostility 
is largely of French inspiration; and France’s attitude is not being softened 
by the new political estrangement between France and most of her partners 
in the Atlantic Alliance following recent events in Algeria and Tunisia. 
The western alliance has also seen a good deal of bickering about the proposed 
summit meeting with Russia: there is embarrassing divergence of views both 
on the nature of the preparations and on the desirable agenda. On yet 
another front a deplorable dispute has broken into the open between 
Germany and the United Kingdom on the vexed question of support costs. 
That dispute has now left the normal channels of diplomacy and has been 
raging in the headlines, leading articles and cartoons of the popular press. 
Many of these points of conflict and friction lie in the realm of politics and 
sentiment; but their possible economic significance should not be under- 
estimated. They reflect a lack of leadership, assurance and confidence, all of 
which, as recent events in the United States have shown, can have a potent 
impact on economic affairs. It is particularly unfortunate that Europe should 
suffer these tremors of uncertainty and doubt at this moment, when the 
world economy is being subjected to growing stresses. In 1953-54, the time of 
America’s last ‘‘ corrective adjustment ”’, a confident and buoyant Europe 
stood up robustly against it. There was then no question of echoing, and 
even amplifying, as many had expected, the notes of business decline that 
were sounding in the United States. Europe shrugged off the restrictive 
impact, continued its expansion and helped to cut short America’s recession. 
No such influence is at work to-day. If in the months to come business 
declines further in the United States and world commodity prices con- 
tinue to fall, Europe may not be able to provide the anti-toxin that was 
forthcoming four years ago. Admittedly, Europe has not yet followed America 
into the downward cycle of economic activity—which in the United States 
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has cut steel production to under 60 per cent of capacity. But the European 
economy has lost its dynamism: first Britain, then Germany, now France 
have experienced a deceleration in the growth of output; in Britain, indeed, 
output has hardly risen for nearly three years. Here, and very recently in 
France, a check to industrial expansion has had to be administered as a 
deliberate act of policy to curb previous inflationary excesses. It is regrettable 
indeed that the elimination of domestic inflations was not completed in time to 
provide some freedom of manoeuvre in the face of the new deflationary 
tendencies from overseas. 


No Offset to America’s Recession 


France last month received a respite from imminent external bankruptcy; 
but the substantial dollar loans provide no more than a breathing space, 
during which a more fundamental contribution to external strength must be 
made by austere domestic policies—and, many would say, by a more 
realistic colonial policy. Here the outlook seems bleak; but the French 
Government has given its creditors specific pledges to restrict domestic 
credit, to held the total budget deficit below 600,000 million francs, and 
avoid further borrowing at the Bank of France. In Britain, correspondingly, 
as the Governor of the Bank of England has emphasized (see page 133), no 
easing up in domestic policy is yet permitted by the recent strengthening 
of sterling. Only those countries that have no worries over their exchanges 
—notably, of course, the United States and Germany—can afford to give 
their economies a substantial upward boost. 

Because the scope for corrective or offsetting action is now considerably 
more limited than at the times of the two previous post-war recessions in the 
United States, there is perhaps greater danger than at any time since the end 
of the war of a cumulative round of restrictions on trade. Some countries 
whose external accounts have been worst hit—notably India, France and 
New Zealand, but not, significantly, Britain—have already taken action to cut 
imports by direct control. If the fall in world prices continues, more may be 
forced to follow. Moreover, for very different reasons—and very much less 
excusable ones—protection may be stiffened in the United States, if domestic 
producers of oil, base metals and certain manufactured goods succeed in 
imposing their views on the Administration. Foreign producers of primary 
commodities have already suffered big losses from America’s export of surplus 
stocks at cut prices. In this Congressional election year President Eisenhower 
will do well to hold the line. 

This conjuncture of restrictive influences in the world economy makes it all 
the more important to clinch the plan for free trade in Europe—and to 
exorcise the recent symptoms of disunity and distrust. The negotiations 
under the chairmanship of Mr Reginald Maudling have not been going well. 
They have brought to the surface opposition to a free trade area that has 
grown concurrently with the sense of unity and strength of the Six. Now that 
they have achieved the treaty on which so much hard work and ingenuity has 
been lavished, the members of the common market have acquired a new 
feeling of cohesion and seclusion. They regard themselves as the only true 
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Europeans; and in the sense that their aim is a move to political unity they 
are not altogether wrong. Their words welcome the adhesion of the free trade 
area to the common market—but on common market terms. France has 
produced a counter-plan that envisages ‘‘ harmonization ” of domestic taxes, 
social charges and even external tariffs by countries in the wider area to 
much the same degree as that provided for in the common market. 

This counter-attack on the original concept—and even name—of the free 
trade area is stimulated largely by reason of France’s economic weakness. 
Despite last year’s devaluation, France is still the highest cost country in 
Europe, whether in industry or agriculture. The attraction to France of the 
European schemes has throughout been the promise of solidarity rather than 
of free trade. Having secured the necessary safeguards in the Treaty of 
Rome, it has no wish to see this potential element of protection diluted by 
the admixture of a more liberal free trade area. 


Will France Allow Free Trade ? 


While in this campaign against a genuinely “ free trade ’’ area France has 
set the tune, the other partners in the European Economic Community have 
been prepared, so far at least, to dance to it; this appearance of loyalty and 
cohesion is apparently considered necessary to the ultimate cause, the political 
union of Europe. That cohesion may not endure very long, and it is indeed 
surprising that the low tariff Benelux countries and ultra-liberal Germany 
should have been willing to go so far on the road that may easily lead towards 
discrimination and autarchy. ‘To some extent, they may be setting their 
faith on their ability to resist the implementation of the protectionist escape 
clauses—for under the common market rules the right of veto will disappear 
after a provisional period of four years and it will be possible to out-vote any 
one recalcitrant member country. In the negotiations for the free trade area, 
in turn, the liberal spirits of Little Europe may regard the present obstinate 
stand to some extent as an opening bargaining position, designed to extract 
from Britain concessions on agriculture and on voting procedure. ‘The real 
flexibility of the common market club is likely to be shown within the next 
few weeks. British Ministers have recently been expressing in public their 
strong concern that the first tariff cuts should be implemented with those in 
the common market in January next, and therefore that basic agreement 
should be reached before the summer holidays. 

Does France intend to let this happen? The open criticism of French policy 
in North Africa will obviously not help the climate of negotiation; on the 
other hand, it might be argued, the handsome aid that France has just received 
from its allies may induce a greater sense of co-operation with the wishes of 
its European partners. However, the French Government’s only specific 
statement on external policy has been to reiterate its pledge to OEEC to 
do its best to free 60 per cent of European trade by June. 

The mission to Washington undertaken by M. Jean Monnet yielded credits 
from various sources to a total of $655 millions—more than sufficient to 
cover l'rance’s expected external deficit this year. Once again the French 
genius for averting a seemingly inevitable crisis has asserted itself. The 
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credits came from the United States Government ($274 millions), the Inter- 
national Monetary Fund ($131 millions) and the European Payments Union 
($250 millions). The American Government’s main contribution ($186 
millions) is the postponement of repayment of loans from the Export-Import 
Bank and of obligations incurred under post-war lend-lease settlements. 
Another $88 millions will be saved by the purchase with francs instead of 
dollars of agricultural and defence products. The credit from IMF, which 
can be drawn at France’s discretion, represents one-quarter of the quota 
with the Fund, leaving a last quarter undrawn. Mr Per Jacobsson was 
evidently reluctant at this stringent time to whet the appetites of other 
needy members by making available the whole of a country’s quota. 

The aid through EPU comprises first a novel credit of $150 millions to be 
used in place of gold settlements in the Union; of this, $100 millions is being 
made available by Germany, small amounts by other countries, and $32 
millions from the resources of the Union. In addition, France has been 
granted a further rallonge in its EPU quota of $400 millions; since only 25 
per cent of deficits with the Union are covered by credits, the remaining 
75 per cent being paid in gold, this increase in the quota amounts to an 
extension of credit of. $100 millions. 


Slackening in German Economy 


Much in Europe depends on whether these new facilities are used by 
France to permit a basic strengthening of its economy. At the other ex- 
treme of the European economic league, Germany plays an equally vital part 
at the present stage; the key question here is whether Germany will con- 
tinue to impose a large strain on the exiguous gold and exchange reserves 
of the non-dollar world. Internally, a certain amount of slack has begun to 
appear in the German economy after its long period of vigorous reconstruction 
and expansion. When the Deutsche Bundesbank recently announced the 
reduction of its discount rate from 4 to 34 per cent, it stressed that ‘‘ con- 
ditions of employment, order books and production are now such that a 
policy of cheaper money has become admissible’. The export order book 
has recently been running at a ‘level 20 per cent below the figures twelve 
months previously. Also, as in the United States and Britain, there has been 
some indication of a slowing down of the rate of capital investment by busi- 
ness. Meanwhile, the German balance of payments remains in very large 
surplus, at a rate equivalent to over £500 millions a year. The recent small 
decline in the German gold and foreign currency reserves has been attri- 
butable wholly to an outflow of some of the short-term capital that had been 
enticed into Germany by expectations of an up-valuation of the mark. 

Revaluation, of course, has been firmly rejected. That being so, there are 
two alternative solutions. The first is an increase in foreign lending by 
Germany ; the second is a reduction of the current surplus through the stimula- 
tion of domestic consumption and investment. There have been signs of 
increased foreign lending, the latest being a new agreement allowing India to 
defer the substantial payments that are due in: 1958 and 1959 for the steel 
plant being erected for India by Germany. Traditionally, however, the 
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German is not a good foreign lender. ‘The uncharitable might seek to attribute 
this to the fact that Germany has not always been a good external debtor 
and that countries, like individuals, tend to judge others by the precedent of 
their own past conduct. When Germany has invested abroad on a substantial 
scale, as in the Middle East in the early part of the century, it has tended to do 
so for essentially political motives. Germany to-day is making some funds 
available through the World Bank, but the sum of its foreign lending is still 
a mere fraction of what Britain is endeavouring to achieve with an external 
surplus and external reserves both about one-half the size of Germany’s. 

The biggest immediate discouragement to greater German lending abroad 
lies in the high rates of interest obtaining in Germany. An unusually wide 
gap separates the official rate of discount from the effective commercial rates. 
First-class commercial and industrial borrowers pay between 7 and 8 per cent 
for their bank accommodation, while first-class industrial debentures are still 
being issued on an 8 per cent basis. Why bear the commercial and exchange 
risks of foreign lending when these high returns can be secured in terms of 
perhaps the hardest currency in the world? 

The German authorities have long professed concern about the high rates 
paid by industry, which are attributed to structural weaknesses of the capital 
market; and in his first budget, presented last month, Herr Etzel made 
important tax adjustments specifically to aid the market in industrial shares. 
In the first place, he proposed to reduce the tax on distributed profits from 
30 to 11 per cent, and to raise that on retained profits from 45 to 47 per cent— 
a relationship that most British investors will indeed envy. Secondly, he 
introduced an intriguing series of incentives for private saving, including a 
tax rebate on holdings of equities and other financial assets. 

The budget also moved in the right direction by giving significant general 
relief from income tax. ‘The German people should now be allowed to do 
themselves and the world a service by consuming a little more of what they 
produce. The German authorities have gone virtually as far as they can in 
liberalizing imports, they have virtually ended all discrimination against 
dollar trade and they have given the Deutschmark full effective convertibility 
by freeing capital movements out of Germany, whether for residents or non- 
residents. ‘The fact that with all these moves in the right direction Germany 
is still the chronic creditor in Europe points to a basic fault in its domestic 
policy, the fault of under-spending. 

In these circumstances it is particularly difficult to understand Germany’s 
attitude to the sharing of the costs of maintaining British troops on German 
soil. It should be emphasized, however, that Britain’s case does not stand 
primarily on pleas of its financial difficulties. ‘The Army of the Rhine has 
been reduced in the past year from 77,000 to 64,000, and in the coming year 
is due to fall to 55,000. Its cost is estimated at £125 millions; of this, £47 
millions is in D-marks. It is this portion that Britain is asking Germany to 
continue to pay. Germany refuses any obligation to do so; it offers aid in 
foreign exchange for advance payment for arms, but no fiscal support. Yet 
Germany has lagged far behind its programme of building up its own forces; 
to that extent it leans for its defence on Britain’s forces. 
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burden sharing. In 1957-58, the German defence vote and support costs 
combined totalled DM9,000 millions; but of this DM2,500 millions was 
unexpended. Actual expenditure on defence without support costs was the 
equivalent of just over £500 millions—one-third of Britain’s spending. These 
figures, together with the recommendations of the independent Nato experts, 
ought to be sufficient argument. As they apparently are not, one may recall 
a gesture five years ago—which might far better have been recalled from the 
German side. In 1952-53 there were protracted negotiations in London for 
a settlement of Germany’s post-war debts to the Allied governments, incurred 
in respect of civilian supplies sent to prevent famine and disease in defeated 
and largely destroyed Western Germany. Five years ago Germany was still 
negotiating from a position of extreme penury. It secured from the United 
Kingdom a writing down of its debt from £200 millions to £150 millions— 
together with a waiving of all interest. ‘To-day, the spirit of mutual help and 
co-operation needs to be much more in evidence in Europe if its formal 
moves towards integration are to succeed and become a reality. 


An Artist’s Sketchbook: No. 52 


BRITISH BANKS IN TOWN AND COUNTRY 


Barclays Bank, Lancaster 


host of architectural delights, which are all the more welcome after the 

dreary mills and slag heaps to the south. The town possesses an old 
and famous castle, now used for the Assizes, a medieval church, a fine 
Georgian bridge over the River Lune, and an imposing number of eighteenth- 
century houses. All the branches of the big banks are interesting archi- 
tecturally. But Barclays, the subject of this month’s sketchbook, boasts a 
special distinction: it forms part of Lancaster’s fine Palladian former town 
hall. 

A book on the county published sometime during the 1840s gives the 
following description: ‘‘ We found ourselves in a square of no great size, 
on one side of which is the town hall . . . the principal inns of the town, all 
of them small, looking upon the same square. ‘The hall is commodious and 
contains portraits of distinguished public characters, among which is that of 
Nelson”. A wood engraving accompanying the text shows that the building 
has suffered little alteration since that time. It remains, in fact, almost exactly 
as it was when built, with a great portico of Roman Doric columns, the whole 
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Specially drawn for The Banker 
by Geoffrey S. Fletcher 


surmounted by a well-designed lantern in a style that would have done credit 
to some of the minor London architects of the end of the eighteenth century. 
Barclays occupies the rear of the building and no alterations have been made 
to the external elevations, apart from the lettering and the bank sign. The 
rest of the old town hall is now a museum containing regimental costumes and 
Roman remains and other ancient relics of the town’s history. 

It may be noted that the Westminster Bank has a very fine Victorian 
building in juxtaposition with Barclays, forming an addition to the group 
of buildings of which the old town hall is the centre. 
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New Phase in Wage 
Bargaining 
By MICHAEL SHANKS 


T is now some thirty years since the Balfour Committee carried out the 
last full-scale examination of industrial relations in Britain. Many people 
will share the view of the Minister of Labour that another inquiry is 
about due; the Minister’s remarks suggest that one may in fact be set up 
later this year. In the last year or so we seem to have been crossing a water- 
shed in thinking on collective bargaining. Few people in Britain now believe 
—as many did until recently—that our system of industrial relations is the 
envy and wonder of the world. Most people would now accept that we have 
something to learn, at any rate from the Americans and the Scandinavians, 
and possibly also from the Germans and Dutch. A number of factors have 
contributed to this awakening from complacency. 

In the first place, wage inflation has emerged as the most immediate threat 
to the prosperity of the economy and, indeed, to the survival of sterling asa 
world currency. Last year had a worse record for strikes than any year since 
1926. Relations between the Government and the TUC are more strained 
than at any time since 1939, and the Ministry of Labour has been dragged 
into the centre of the political arena. On the employers’ side there is mounting 
criticism of the whole system of arbitration as at present worked. 

It is true that in recent months the chances of avoiding either major 
industrial unrest or a fresh bout of wage inflation this year have seemed 
reasonably good. But it is much too early to be sure. Indeed, the delays in the 
timetable make 1958 an exceptionally precarious year. Normally the annual 
round of wage negotiations concludes about May, and there is then a respite 
until the next round of demands starts reaching employers round about 
November. This year, however, wage demands are coming in two waves, 
owing to the twelve months’ stabilization agreed by the engineers and ship- 
builders last May. ‘The main claimants at present are the transport workers, 
builders, miners, shopworkers, textile operatives and electricity workers. 
Thanks to the Government’s show of toughness, some of these claims have 
been pressed notably less speedily than in former years; but for good or ill, 
these demands are likely to be settled by May. Their places in the queue 
will then be taken by the engineers and shipyard workers and by the workers 
in other industries in which wages follow the engineering pattern. Sterling 
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is therefore unlikely to be free from anxiety over wages until it is in its 
period of summer strain. And between May and August, the trade unions 
at their annual conferences will be discussing their wages strategy for the 
bargaining season 1958-59. Any optimism on the wages front is therefore 
still somewhat premature. 


Dual Role of Minister of Labour 


The stand by the Government has, however, already achieved some 
results, in modifying its own previous role in the wages struggle. This raises 
major long-term issues, which Mr Macleod no doubt had prominently in 
mind as subjects for inquiry. ‘The complications caused by the dual réle of 
the Minister of Labour, with which the Labour Party has been making some 
play, is a real issue, though the form in which Opposition speakers have pre- 
sented it has been greatly over-simplified. The point is this. As head of the 
conciliation services, the Minister has the job of acting as an impartial referee 
in disputes between labour and management. If the conciliation services are 
to perform their prime function of keeping the peace in industry, they must, 
of course, be resolutely neutral. When Lord Monckton used to talk of the 
need for ‘‘ keeping the Ministry out of politics ’’, this is what he meant. And 
the gravamen of Labour’s charge against Mr Macleod is that he has departed 
from this precept. But *‘ Moncktonism ”’ assumes, of course, that the Govern- 
ment has no specific wages policy. For the Minister of Labour is a member 
of the Cabinet and therefore responsible for helping to frame and carry out 
Government policy—which may conflict with his function as conciliator. 

So long as full employment lasts there are likely to be only relatively brief 
periods in which the government in power can afford to ignore the inflationary 
pressures caused by union wage demands, and it is only in these brief periods 
that the Minister of Labour will be able to devote his energies entirely to 
conciliation and to spreading goodwill. Since the war there has been, in fact, 
only one such period—roughly from 1952 to the end of 1954—the period 
of Lord Monckton’s tenure of the Labour Ministry. ‘‘ Moncktonism ”’ was 
possible only because of the general economic climate of those years. 

Certainly, it ill becomes the Labour Party to criticize Mr Macleod for 
moving away from the neutralism of his predecessor. Between 1945 and 1951 
the Labour Government devoted a good deal of time and energy to efforts to 
contain wage inflation, and most of the “ interferences with collective 
bargaining ’’ of which Opposition speakers have been complaining had their 
parallels or precedents in these years. Moreover, the Labour Party just at 
this moment is entering the same deep waters. This has happened in the 
attempt to draw up a policy document for submission to this year’s party 
conference. ‘The party executive has recognized that ability to keep the 
economy stable will depend very largely on the course of wage demands, and 
its members have been informally sounding the unions on the prospects and 
likely terms of voluntary wage restraint. So far, at any rate, not a great deal 
of progress seems to have been made. 

The dispute over the réle of the Ministry of Labour, therefore, is not 
centred specifically on the policy of the present Government. It is a facet 
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of the fundamental question of how to keep a hold on wages in a full employ- 
ment economy. A “ neutral’ Ministry of Labour would seem in the long 
term to demand an economy in which the natural balance of forces between 
management and labour prevents wages from outrunning productivity, 
Perhaps the best model for such a society is the United States—though even 
there the forces of “‘ cost inflation ’’ have seemed until the current recession 
to be gradually gaining the upper hand. In normal years, however, the 
United States has no wage policy. Instead it has an average of 4 per cent 
unemployment. Within this framework, trade union leaders have been able 
to devote their efforts to improving the living standards of their members 
without having to worry about the impact on the stability of the economy, 

During Mr Butler’s tenure of the Exchequer it seemed increasingly likely 
that the same broad pattern might be reproduced in this country. Trade 
union leaders, freed from the restraints of statesmanship under which they 
laboured between 1945 and 1951, interpreted the progressive freeing of the 
economy as an invitation to use their bargaining strength to the utmost in 
winning big wage increases. As we now know, the economy could not stand 
the strain. Nor is there any reason to suppose that it would be able to with- 
stand a repetition of such strains in a period of full employment within the 
foreseeable future. 


Similar Headache for Labour Government 

Gradually this truth is beginning to sink into the minds of the TUC. Itis 
already perfectly well known on the front benches of the Opposition. The 
urge to re-model collective bargaining procedures on the American pattern, 
which until recently was gaining ground among more advanced circles in the 
unions, is now receding. And the impossibility of remaining the one un- 
planned element in an otherwise fully planned society now seems to have 
struck even Mr Cousins. The main division of opinion within the TUC 
General Council now seems to be between those who think it might be 
possible to reach a compact with the next Labour government that would 
include wage restraint and those who believe such a compact, while desirable, 
would not work. Nobody om the Council believes such a compact to be 
possible with the present administration. The search for a possible formula 
has been brought to a head by thie Labour Party’s need to present its followers 
with a policy by the autumn. Everybody knows that the party desperately 
needs before the next election a policy on controls and on the prevention 
of inflation to replace the discredited nostrums of 1945-51. Everybody 
knows that the key to inflation is wages. So the TUC is being slowly 
and relentlessly nudged towards a commitment that its older members, who 
remember 1948-50, distrust. 

Union opinion, therefore, seems to be moving away from the concept of a 
neutral rdle of the Government to wages and towards some form of planned 
wages policy on the Scandinavian model. What of the employers? They, too, 
have their criticisms of ‘“‘ Moncktonism”’, which are stronger and more 
specific than those of the unions. They believe that until recently the 
Ministry of Labour has been far too much concerned with appeasing the 
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unions, and that the Ministry’s ways have to some extent fostered the 
pernicious practice of annual wage demands, which have become regarded 
as a right. They have two main complaints about the present system of 
industrial relations—one specific, the other more general. 

The specific complaint is directed at the operation of the Industrial Disputes 
Tribunal. The Tribunal was set up in 1951 and is the successor to the war- 
time system of compulsory arbitration. Any dispute can be referred to it 
by the Minister of Labour at the request of either party, and its awards have 
the force of law. The employers point out that an award by the Disputes 
Tribunal is in practice enforceable only against them, because it is im- 
practicable to sue every individual member of a trade union through the 
courts. The Tribunal flanks the Industrial Court, which dates back to 1919. 
Cases can be heard by the Court only with the agreement of both sides, and 
its awards are not legally binding. Not surprisingly, in recent years far fewer 
cases have gone to the Court than to the Tribunal. ‘The claim by the London 
busmen is, 1n fact, the first major case to be heard by the Court for some time, 
and Mr Cousins has made it clear that the reason why he prefers the Court 
in this instance is that he does not want to be committed in advance to 
accepting an award he may not like. 

The scales in arbitration are therefore heavily weighted against the em- 
ployers, and this has been reflected in the increasingly cavalier attitude taken 
towards it by the unions. It is by no means unknown for unions to boycott 
sessions of the Disputes Tribunal, or to announce in advance that they will 
ignore awards which do not satisfy them. The employers have therefore a 
strong case for the abolition of the Tribunal and its replacement in all cases 
by the Court. So far the Ministry of Labour has been sympathetic, but has 
refused to make any move without the approval of the TUC, which has not 
been forthcoming. 

There is, however, a much more general and fundamental objection to the 
present system of independent arbitration, which is after all the linch-pin 
of the whole structure of industrial relations in Britain. Nobody who studies 
the awards made over the past few years by the Disputes Tribunal, the 
Industrial Court, ad hoc Courts of Inquiry or any of the standing arbitra- 
tion bodies for particular industries—such as the Whitley Councils or the 
Railway Staffs National Tribunal—can claim that they follow any logical or 
consistent pattern. So far as can be seen, the criteria adopted for wage awards 
have been one or more of the following: 

(1) Wages have been increased by just enough to offset the rise in the retail 
price index since the last wage award; 

(2) Wages have been raised by the same amount as in other industries, 
whether strictly comparable or not; 

(3) Wages have been increased by the difference between the original union 
claim and the employers’ counter-offer, or if there is no counter-offer by 
round about half the original claim. 

Now it is very easy to show that adherence to any one of these criteria is 
bound to be inflationary, as well as inequitable. The third criterion encourages 
unions to put forward inflated demands. The first perpetuates the wage-price 
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spiral and makes it difficult to carry through a disinflationary policy by 
allowing prices to rise to choke off demand—as Mr Gaitskell tried to do in 
1951 and Mr Butler in 1955. 

But it is the second criterion that has been both the most pervasive and 
the most pernicious in its effects in recent years. This is the “ follow-my- 
leader ” principle, under which arbitrators apparently feel themselves bound 
to follow precedents set in other industries. This has meant, in effect, that 
the pattern of wage increases throughout the economy in any given year is 
determined by a single decision in a single key industry, whether reached by 
negotiation or arbitration. As often as not the pattern has been set by a 
nationalized industry conceding a generous wage increase under threat of a 
strike, or because it suffers from a genuine labour shortage. The increase thus 
granted under exceptional circumstances for particular reasons then becomes 
transmuted into the standard increase which must be offered to all workers 
everywhere—until some particularly ambitious union rejects it and then 
establishes a new, higher pattern. In these circumstances, wages are prevented 
from adequately fulfilling their réle of bringing the supply of labour into line 
with the demand. An industry which genuinely needs more Jabour cannot 
get it by offering higher wages if this increase is applied throughout the 
economy. Again, the practice makes it almost impossible to judge any wage 
demand on its merits, for fear of “‘ setting a pattern’’. This winter the 
health service workers and now perhaps the London busmen will have 
suffered from this. 

Another weakness of the arbitration awards of the last few years is that 
the arbitrators have been concerned too much with peace and too little with 
the price of peace. ‘There is no standard body of doctrine to guide an 
arbitrator on the “ correct’ wage in any single industry. ‘To some extent, 
the reports of the Cohen Council may meet this need. The first report was 
unexceptionable, though it left a number of gaps to be filled. It evoked an 
outcry from leaders of organized labour; the big question is what response 
it will evoke from arbitrators. 


Centralize Wage Bargaining ? 


Is there another, more radical solution, through changes in the method 
and structure of wage bargaining rather. than in official economic policy ? 
The first point to emphasize is that the movement of wages can never be en- 
tirely separated from the level of demand for labour; all economies operating 
under conditions of full employment have been prone to some degree of wage 
inflation. Over a period of years the movement of the wage index in all major 
industrial countries since the war has tended to show remarkable uniformity. 

All that can legitimately be expected from institutional adjustments is that 
they should limit the frictions generated by the long-term rise in wages. This 
may not sound much, but, in fact, it is a good deal. For example, British 
manufacturers claim that they have great difficulty in quoting forward prices 
because they do not know what wages they are going to have to pay for more 
than, say, nine months ahead. The importance of this is reflected by the extra 
price which the employers in both the shipyards and the engineering industry 
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were willing to pay last year for the agreement to submit no new wage claim 
for twelve months. There is a case for establishing a fixed duration for all 
collective bargaining contracts, and especially for lengthening the average 
period of the contract to two or three years, as is widely done in America and 
in some European countries. 

A number of incidental sources of friction between labour and management 
could be eased by making the wage contract an all-inclusive agreement 
covering all matters of mutual interest, and establishing the responsibility of 
the union for keeping its members at work under the terms of the contract. 
This, too, is common practice in the United States and Scandinavia. Again, 
changes in union structure in this country would greatly ease the problem of 
differentials, which is exacerbated by the proliferation of craft unions. 
Finally, a greater degree of flexibility could be introduced into the system by 
breaking up some of the mammoth bargaining units—on both sides. A classic 
example is engineering, where wages and conditions for three million workers 
in some 20,000 different concerns are covered by a single contract. But 
inertia and pressure from the weaker unions and employers is likely to make 
change difficult. 

These are important peripheral points at which our system of collective 
bargaining stands in need of improvement. Can we, and should we, try to go 
further and establish some form of central planning of wages as in Scan- 
dinavia? If employment is to be maintained at full tilt it is difficult to see how 
in the long run we can avoid it. If the unions want to keep their full in- 
dependence—as one would hope they do—they may be forced to accept a 
Thorneycroft-style discipline in Government monetary and wages policy. 

The Scandinavian system requires a high degree of centralization on both 
sides of industry. Broadly speaking, in Sweden, Norway and Denmark, 
the extent to which the nation’s wage bill can be allowed to rise in any single 
year (two years in Norway) is mapped out in advance by the economic experts 
of the Government, the employers’ federation and the equivalent body to the 
TUC. Wage negotiations for individual industries are conducted within 
this mutually agreed framework. Any individual agreement that appears 
to go beyond the nationally agreed framework will be disallowed. 

Now this means that the central organizations of employers and unions 
can, and do, impose their will on their constituent organizations. This, of 
course, is very far from being the case in Britain, where the TUC lacks any 
authority over the wages policies of individual unions. In the Scandinavian 
countries the central organization has the great advantage, unlike the TTUC, 
of controlling strike funds. 'The TUC would probably have to acquire a 
similar degree of authority to make possible any effective long-term wage 
policy—as distinct from short-term ad hoc expedients. But there is little 
evidence that individual unions would be prepared to give up their powers. 

The other requirement for a Scandinavian-type system is, of course, a 
high degree of trust between government and unions. This, it need hardly be 
said, does not exist in Britain to-day. Does it even exist between the two wings 
of the Labour movement? There is little evidence to this effect. What, then, 
would a Labour Government do? 
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More Mud from Westminster 


HAT a barren and tawdry affair was the two days’ debate in the 
House of Commons on the report of the Bank rate “ leak ” 
Tribunal! I read every word of it in Hansard and, leaving 
aside some useful speeches on the merits and demerits of this 
form of judicial enquiry, I say that at least 80 per cent of the verbiage was 
utterly unhelpful and unconstructive. The principal Labour speakers 
devoted themselves almost entirely to two themes. One theme was that, 
in Mr Harold Wilson’s words, ‘“‘ the Government were at fault in not 
appointing an inquiry earlier’. Mr Wilson devoted a good, though 
minor, slice of his speech to this. Mr Hugh Gaitskell spent most of his time 
—plus three-quarters of a column of space which The Times was generous 
enough to allow him—in raking over these singularly unprofitable embers. 

In September the Bank rate is raised and certain circumstances suggest 
that the intention to raise it may have leaked out on the previous day. The 
Opposition, quite legitimately, press for an inquiry. The Government demur, 
then agree to hold an investigation. Having held it, they say that there was no 
leak. The Opposition, however, press for a judicial inquiry. The Government 
give way. The inquiry proves the Government to have been right in their 
judgment. Nevertheless, nearly’five months after the incidents in question, 
the Opposition think it worth while devoting hours of Parliamentary time 
to arguing that the Government ought to have yielded earlier to their demand 
for a Tribunal and to raising points which have long since lost any trivial 
importance they may once have had. Was the Governor as forthcoming 
in his letter to the Prime Minister as he should have been? Did the Prime 
Minister show the Governor’s letter to the Lord Chancellor? Did a paragraph 
excised from a sheet of paper before it was handed over to Mr Poole constitute 
a “‘ brief ’’ on the Bank rate? Really! 

The other Opposition gambit, however, was not merely wasteful of Par- 
liamentary time, but positively unsavoury. It consisted in accepting (or at 
least, in the words of the amendment to the. Government motion, “ not 
dissenting from ’’) the findings of the Tribunal and then proceeding to draw 
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back from acceptance. Mr Wilson was particularly adept at this gentle 
exercise of having it both ways. Quite right of the Tribunal to exculpate 
Mr Keswick and Lord Kindersley, but odd that four concerns with which they 
were connected were the only ones out of 11,000 public companies to sell 
gilt-edged stocks before the raising of the Bank rate! Strange that the 
Attorney-General inadvertently failed to put to Mr Fry the question he had 
put to other journalists on whether from his interview with the Chancellor 
he had formed a view about the Bank rate! Surely only clairvoyance bordering 
on witchcraft could explain Mrs Campbell’s prophecy that the Bank rate 
would go up by 14 per cent! 

Such remarks would seem pointless unless deliberate innuendo were 
intended. But Mr Wilson does not believe in privileged defamation. He 
agrees “* with the Prime Minister and the Lord Privy Seal that Parliamentary 
privilege should not be used to attack people outside the House’. Not so, 
however, another Labour speaker in the debate who shall be nameless as far 
as Iam concerned. This member saw fit to enlarge the area of smear. From 
behind the shield of privilege he indulged in offensive, if not defamatory, 
language about journalists who were in no way involved in the Bank Rate 
Inquiry. 


Labour’s View on the Bank 


But now to the few pennyweights of pure metal in this extremely low-grade 
ore. Mr Wilson and others raised, as expected, the matter of the constitution 
of the Court of the Bank of England. Mr Wilson argued that steps must be 
taken (a) to remove the conflict of duties to which part-time directors of the 
Bank are exposed, and (4) to assert the “‘ clear primacy ”’ of the ‘Treasury and 
the Chancellor in all matters affecting the financial and economic well-being 
of the country. He claimed that the present system was out-dated. Yet he 
did not want to see a 100 per cent professional team running the Bank, nor 
did he want the Bank to become a mere outpost of the Treasury three miles 
away. He thought that “ possibly the answer may lie ”’ in a full-time executive 
board surrounded by an advisory council (which could still be called the 
Court) ‘‘ more representative of our national life’’ but without access to 
“ secret information ”’. 

These are rather inconclusive suggestions, but certainly not extreme. On 
the question of the primacy of the Treasury, one cannot dispute that in the 
last resort the Treasury, or the Government behind it, must be able to over- 
ride the Bank. Mr I. J. Pitman, whose speech was a notable contribution to 
the discussion of this aspect of the whole affair, made that point very well. 
As he said, the Government have, and must have, the final say, whether the 
Bank is nationalized or not. The “ primacy ” argument, however, gives very 
little help towards defining the proper constitution of the Bank. 

If, as Mr Wilson conceded, the Bank must not be purely subservient to 
the Treasury, its administration must be so framed as to give it a large 
measure of independent authority. I expressed my views on this matter in 
The Banker a couple of months ago and have not a great deal to add to, or 
subtract from, what I then said. I hold strongly that, in addition to a core of 
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whole-time executive directors, the Bank Court must have a strong con- 
tingent of part-time directors, bringing living experience and information 
from the outside world of finance, commerce and industry. I do not believe 
in Mr Wilson’s thesis that these part-timers should be constituted as an 
advisory council, not sharing in “ secret information ”’ (however and by 
whomsoever defined) and having, consequently, no responsibility for the 
conduct of the Bank. I want the Bank to be as independent and as highly 
respected and influential as possible (always subject to the last resort 
primacy of the Government); and for that the Court (whole-time and part-_ 
time alike) must share the responsibility for its policy. The members of the 
Court, moreover, must have reasonable security of tenure. I doubt whether, 
so far as the executive directors are concerned, the present four-years term 
is really adequate. 

As to the composition of the Court, I cannot see that there is much wrong 
with the present system. The non-executive directors include merchant 
bankers, industrialists, shipping men, trade unionists. What other broad 
sections of economic life are there which ought to be represented? I doubt if 
there are any, but if there are it should not be difficult to find representation 
for them. A certain amount of fuss is made from time to time about the 
continuance of the historic ban on “joint-stock’”’ bankers. But there is very 
little in this. For years past there has been, if not a joint-stock banker (that 
is a matter of definition), at any rate a clearing banker on the Court. True, 
Mr Babington Smith is not a director of one of the “‘ Big Five ” banks, but of 
Glyn, Mills & Co, a smaller institution. Whether four of the “‘ Big Five” 
would like to see a director of the fifth on the Court, I do not know. If they 
would, I don’t see that there should be any objection. But it does not seem 
to me a matter of vital principle. 

The same applies to Mr Wilson’s plea that there should be 


‘ 


* cross- 


fertilization ’”’ between the Bank and the Treasury. There have been in the 
past a number of cases of Treasury officials being translated to the Bank as 
‘ advisers ’’ and subsequently directors and there is no reason at all why that 
practice should not be continued. As to the reverse process of transferring 
Bank officials to the Treasury, that also might be desirable policy, though 
that, of course, is a different issue altogether. 
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Before I leave this matter of the Bank Court I want to say a few words 
more on this very vexed problem of the conflict of duties or conflict between 
duty and interest to which the part-time directors are exposed. As so many 
people have pointed out, duality of duty is inseparable from the holding of 
high positions in many spheres of activity. Most occupants of such positions 
contrive to resolve their responsibilities in a way which satisfies their own 
conscience and the accepted standards of integrity. Those involved in the 
recent incidents were held by the Tribunal to have achieved this, notwith- 
standing that the circumstances imposed a quite exceptional degree of diffi- 
culty and embarrassment on them. Personally, I would rather run the risk of 
an occasional lapse from the highest standards—and in all public lite there 
are, of course, such lapses—than contemplate a permanently hobbled and 
bureaucratic Bank of England. 


The Committee of Treasury 


Nevertheless, it is, undoubtedly, much to be desired that directors should 
not be subjected to the pull of conflicting duties for longer periods of time 
than can be helped. This consideration led me to suggest, when I wrote 
about the matter in January, that the former practice of leaving decisions on 
the Bank rate to the Committee of Treasury and merely submitting them for 
formal approval to the whole Court at its weekly meeting should be revived. 
This suggestion has met with some criticism on the ground that it is out of 
keeping with the times and the present status of the Bank as a nationalized 
institution. A procedure which might be appropriate when the Bank Court 
was a Self-perpetuating oligarchy is no longer fitting—so it is argued—when 
the Court consists entirely of members appointed by the Crown. 

I confess that this distinction was not in my mind when I wrote before. 
I think that there is some force in the contention that all members of the 
Court are equal in status and responsibility and ought not, therefore, to be 
treated differently. And I certainly agree that, if the Bank is to maintain its 
independent authority under State ownership, it is imperative that the Court 
should present a united front to the world. Serious rifts within its ranks 
would be fatal to its authority. I have no doubt that it was with this con- 
sideration in view that the Deputy Governor wrote the letters to which 
reference was made before the Tribunal, putting the holiday-making directors 
in the current monetary picture. Even so, the inner Committee of Treasury, 
in which matters of high policy, including the Bank rate, are first thrashed 
out, has survived since nationalization and will evidently go on surviving. So 
it does not seem that this doctrine of egalitarianism ought to be carried too 
far. Even since nationalization some directors have been “ more equal 
than others ”’, and after all the experiences of the past six months it might 
well be deemed the best policy to revert to the old practice of keeping Bank 
rate *’ secrets ’’ within the narrower circle of the Committee of Treasury as 
long as possible. 

There is finally one matter which is worth raising, though it was hardly 
mentioned in the debate, namely, the experience which the American Federal 
Reserve system has to offer. The only reference to the system in the debate 
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was an unflattering one by Mr Harold Wilson. He said that “ recent 
experience in the United States shows the danger of a powerful and in- 
dependent central bank almost going as far as to defy the Government ”’. 
I think that is an utterly wrong-headed view to take of the Federal Reserve. 
Certainly the Board has had its differences with the administration, or at least 
with the Treasury. Mr Wilson talks about the Board “‘ almost defying ”’ the 
Government. _In fact, the disputes have always been resolved without open 
breach, by one party or the other giving way in the end. What is wrong 
with that? Certainly in one case, some years ago, when the dispute turned 
on the high-inflationary policy which had developed during the war of 
‘“ monetizing the national debt ’’, the victory of the Federal Reserve Board 
in its argument with the Treasury saved the dollar. By “‘ almost defying ” 
the Government the Board rendered a great national service. And, if we take 
the whole period since the war, the Federal Reserve system has done at least 
as well by the American people as has the Bank of England by the British. 


America’s Example 


It has done well for the very reason for which Mr Wilson condemns it, 
namely, that it has strength and independence. It has these qualities because 
it appropriately combines in its administrative bodies the full-time pro- 
fessional element with the part-time element, bringing in experience and a 
flow of relevant information and ideas from outside. The Board itself is 
wholly composed of full-time executive directors appointed for a (non- 
renewable) term of 14 years, which perhaps endows them with a better 
basis of authority than the shorter (though renewable) four or five years’ 
term of office of the directors and Governors of the Bank of England. The. 
boards of the district reserve banks, however, consist mainly of part-time 
directors nominated by the local member banks. ‘Thus the reserve bank 
boards get the intimate contacts with local business and business men 
which are essential to successful central banking; and, in fact, it is the district 
banks and not the central Board which initiate bank rate changes, though the 
Board controls broader matters of national policy, such as the compulsory 
minimum reserve ratios. ' 

I am not suggesting, of course, that there could be, or should be, close 
community of organization or practice between the Bank of England and the 
Federal Reserve system. But I do maintain that American experience in 
recent years does support both the need for an independent and authoritative 
central bank and the combination of professional and “‘ amateur ”’ (using the 
word for want of a better) element in the top-level administration, which the 
Bank of England now possesses and which Mr Wilson now wants to get rid of. 
I do not understand the Labour Party passion for such thorough-going 
centralization. There is nothing undemocratic in establishing specialized 
bodies with a wide measure of autarchy for different public services. I should 
have thought that sensible Socialists, recognizing that inability to control the 
purse-strings is a besetting shortcoming of their party, would be glad to have 
a central monetary institution fitted with a built-in brake on inflation! 
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The Bank of England 
from Within 


N unintended but extremely valuable by-product of the Parker 
inquiry into the alleged Bank rate “ leakage ” is the light it has 
shed upon important aspects of the workings of the City and its 
institutions. Scattered through the three hundred large pages of 

minutes of evidence before the Committee are some facts about City activities 
that will be new even to experts within the City, and many that will be new to 
people outside it. More valuable still, for most people, are the indications of 
how leading City personalities regard their functions, what they deem their 
responsibilities to be, and what attitudes of mind they bring to bear upon 
them. This kind of material emerges, however, only after careful sifting and 
marshalling from a mass of unrelated data, of ephemeral interest or relevant 
only to the question whether there was a leak. The task of sifting, diverting 
though it may be at times, can be recommended only to the most leisured 
of readers. Accordingly, in this article and the following one The Banker 
offers its own selection—more or less in the words of the witnesses, and in 
most instances deliberately without comment—of the most significant data 
that can be presented within reasonable compass. ‘This article is concerned 
with the Bank of England; the second article with other City institutions. 

The glimpse into the inner workings of the Bank of England—especially 
into the workings of the Bank Court—is perhaps the most valuable of all. 
It is the first of any major significance since the days of the Macmillan 
Committee of 1930-31, and therefore is the first since nationalization. Four 
directors of the Bank, besides the Governor and Deputy Governor, gave 
detailed evidence before the Committee; so did the then Chancellor of the 
Exchequer, his Economic Secretary and one of his Joint Permanent Secre- 
taries; so did the Chairman of the Clearing Bankers’ Committee. Much of 
this evidence concerned the relationships between Bank and Treasury, 
relationships between the Governor of the Bank and his Court of Directors, 
relationships within the Court, functions and responsibilities of directors 
(especially, of course, the problem of divided loyalties), and relationships 
between the Bank and the clearing banks. In each of these contexts, except 
the last, the subject most illuminated is that of Bank rate—the responsibility 
for it, the procedure followed before a change, and the differing views about 
its worth as a weapon for the defence of sterling at a time of crisis. 
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I—_ FIXING THE BANK RATE 


Responsibility can be on only one shoulder and must be matched by 
power. Before nationalization, responsibility, in the final crunch, lay 
with the Court of the Bank... There was, however, effective representa- 
tion on the part of the Treasury . . . By nationalization, the situation 
was reversed. In the final crunch, responsibility alone lay in a direction 


from the Chancellor.—Mr I. J. Pitman, a former director, in the House 
of Commons last month. 


THE 1946 Act, which nationalized the Bank, established that the clear 
primacy of responsibility lies with the Chancellor. And the Chancellor, 
Mr Heathcoat Amory, himself reafhrmed in the same debate that “ responsi- 
bility exists with the Government and must remain with the Government ” 
for control of the money supply. He was satisfied that the present relation- 
ship between the Treasury and the Bank was not detrimental to that control. 
But, as the Governor pointed out in his special Memorandum to the 
Tribunal (this important document is reproduced verbatim on page 180), 
the Bank is not a “‘ mere operating department under the Treasury”. It 
“is the banker, agent and confidential adviser to the Government over a very 
wide range of financial matters. . . . The Bank has aiso a direct responsibility 
for market monetary management, which includes the fixing of Bank rate 
and various other market operations. ... In law the Court is responsible 
for the conduct of the Bank’s affairs, subject to any direction which may be 
given by HM Treasury... . In practice the Court . . . accept and discharge 
these responsibilities in consultation with HM Government and recognizing 
that in the last resort the policy of the Bank must conform with the general 
policy of Government ”’. 

The evidence leaves little doubt that the first suggestion that Bank rate 
might be raised last year came from the Governor, towards the end of August 
(vide QQ. 7590, 10575), although the whole policy of last September stemmed 
from instructions given by the Chancellor in July, and more specifically on 
August 7, that studies be made within the Treasury of “ the possibility of 
bringing about a measure of deflation” . . . “‘ by taking firmer control of 
money supply in both public and private sectors’’ (QQ. 10570, 10635). 
But, irrespective of the real origin of any particular Bank rate change, the 
Government’s control takes the form not of a decision to alter the rate, but 
of an approval of a recommendation by the Bank to do so. In particular, the 
decision is not a matter for the Cabinet. At the Cabinet meeting of September 
17 last, after discussion of the terms of announcement of the measures other 
than Bank rate, the question was raised whether those measures would suffice, 
or “ whether they should be reinforced by any increase in Bank rate to either 
6 per cent or 7 per cent ”’; whereupon it was “‘ pointed out that, by tradition, 
variation of Bank rate is not a matter for decision by the Cabinet ’’, and, 
accordingly, “‘the point’’ was left for further discussion by the Prime 
Minister with the Chancellor and the Governor, who on the evening of 
Sunday, September 15, had provisionally recommended an increase on 
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September 19 to 7 per cent and had confirmed that recommendation on the 
following evening (QQ. 10670-98, 7605, 7632). 

The formal (and normal) procedure for a change in Bank rate is for the 
Governors to ascertain whether the Chancellor would agree, before putting 
a definite proposal to the Committee of Treasury (“‘ the recognized sub- 
committee of the Court for that purpose ’’) at its weekly meeting at mid-day 
Wednesday. The proposal, agreed by the Committee of Treasury, is then put 
on the following morning before the full weekly Court of the Bank, which 
takes the formal decision (QQ. 7581-4). The decisions taken at these meetings 
are the formalities, but that does not mean that the directors of the Bank are 
merely rubber-stamping the plans of the Governors and the Chancellor. On 
the contrary, one of the most striking revelations from this inquiry is the 


substantial, effective and continuing réle played by the directors, ordinary as _ 


well as full-time executive, both as a body and individually. 

The Governor, when making recommendations to the Chancellor about 
Bank rate and other major matters, clearly regards himself as voicing the 
judgment of the Bank collectively, which involves the Court as a whole. 
Therefore it is the practice of the Governors, before putting forward any 
major proposal, to consult with the directors individually and collectively. 
On Monday, September 16, before confirming his provisional recommenda- 
tion to the Chancellor, Mr Cobbold consulted six of the part-time directors, 
including three who were not members of the Committee of Treasury. Other 
members were consulted either by the Governor or the Deputy Governor 
before the respective meetings of that Committee and the Court. 


Such detailed consultations are part of the normal procedure—except that 
on that occasion they were started “‘ a day or just a shade earlier ’’ than usual 
because of the Chancellor’s request for a firm proposal within 24 hours. 

The normal practice when we are considering a specific proposal like a change 
in the Bank rate, is first to discuss those matters with the Committee of 
Treasury ... My normal practice, in addition to consulting and speaking to the 
Committee . . . is in the first instance to get hold of those directors who seem 
best qualified to advise me on the particular matter in hand. ... At that moment 
. .. the directors whom I wish(ed) to consult in addition . . . were those who 
were particularly qualified to give me an opinion about the likely effect of a 
7 per cent Bank rate on sterling. ‘Those directors, in addition to the... 
Committee . . . were in my opinion Sir Charles Hambro, Mr Babington Smith 
and Lord Kindersley. . . . (Q. 7733). 


The purpose of consultation, Mr Cobbold further explained, was first to 
secure and formulate the Bank’s view, and then to ensure that the particular 
proposal would be duly approved: it would be “‘ excessively inconvenient ” 
if a Bank rate proposal were rejected by the Court. 


8052. In theory ... the Chancellor . .. might agree with you that the Bank rate 
should go up or down, and in theory the Court of Directors might say: ‘‘ We 
are not going either to put it up or down ’’?—-Certainly. 

8053. So the final decision of the Bank of England, as at present constituted, 
rests with the Court of Directors?—Subject to any directions which may be 
received. 

8055 ... the directions might be given beforehand or after?—I would take it so. 


Thus, as the Attorney-General perceived, and the Governor agreed, the 
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fnal crunch does indeed lie with the Chancellor. Moreover, the decision 
remains effectively open right up to the moment of the formal vote on 
Thursday—in the sense that the proposal could, if necessary, be modified 
to take account of any “ catastrophic change ”’ between Wednesday and 
Thursday (QQ. 8033-36). 

Information about Bank rate possibilities, although thus extended through 
the Court and among various permanent officials at the Bank and Treasury, 
is rigorously confined to the official circle. This point emerges very strikingly 
from the experience of Mr D. J. Robarts, who as chairman of the Clearing 
Bankers’ Committee had a series of meetings with the Deputy Governor or 
Governor and the Chancellor on the bank advances section of the Govern- 
ment’s proposals. But these talks were never allowed to spill over into the 
Bank rate section. Sir Oliver Franks (Deputy Chairman) on September 9 
and Mr Robarts on September 17 both remarked that “ higher interest rates ”’ 
might help to restrict advances. On neither occasion did those in the know 
at these meetings make any response, and Mr Robarts, who thought Bank 
rate ought to be raised, concluded that it would not be. At the special meeting 
of the Clearing Bankers Committee held at 10.45 a.m. on September 19— 
an hour before the Bank rate went to 7 per cent—Mr Robarts made no 
mention of interest rates in his statement to his fellow-bankers. The line 
between the official circle and the City could scarcely be drawn more circum- 
spectly than this. Moreover, protocol works both ways. When asked why 
he had not made a direct suggestion at the meeting with the Chancellor on 
September 17, Mr Robarts replied: “‘ I would consider it an impertinence 
on my part to discuss the Bank rate in the presence of the Governor. . . . It 
is his business and not mine ” (QQ. 8317-46). 

One of the means by which the Bank in practice protects Bank rate secrecy 
is by its rule of maintaining the same instructions to the Government broker 
up to the close of business on Wednesday, exactly as if no change in Bank 
rate were contemplated. If, said Mr Cobbold, ‘‘ we made any change in the 
early days of a week in which a change of Bank rate was contemplated . . . it 
would be a clear warning’”’. ‘This throws light upon the grievance felt by 
some jobbers in the gilt-edged market at the “‘ misleading ” sales effected by 
the Government broker before last September’s move. ‘The Government 
broker makes a daily report in person to the Chief Cashier between 3.30 and 
4 o'clock, and on the Wednesday before any Bank rate change he would be 
told of it at this meeting, in order, the Governor agreed, “ to enable official 
dealings to be carried out immediately after the change ’”’.* But it appears 
that the Government broker would be prepared to deal after hours even on 
such a Wednesday. Speaking generally, and without qualification, Mr 
Mullens said he was prepared to deal after 3.30 if ‘it is in the interest 
of the Bank ” and if he was certain that the price was “ correct ”’; but his 
examples related to sales of stock for which he was bid—they did not extend 
to possible purchases. The Government broker never, however, deals on 





* The Controller of the National Debt Office is also told, for the same purpose, but ‘‘ with 
no specific indication of the new rate ’’, at his weekly Wednesday meeting with the Chief 
Cashier between 3 and 3.30. 
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Thursday mornings before the fixing of Bank rate, whether or not it is to be 
changed. It is chiefly for that reason that there is “‘ normally no free market 
until the Bank rate announcement ”’ (QQ. 7688-93, 8029-30, 1880, 1902-14 
2161-5). 

On the question of the grievances of the gilt-edged market, the Governor 


commented: 
It is unpleasant for the Bank to have to take decisions which may involve 
sections of the City in losses. We are very well aware that the discount market 
and the gilt-edged market will, in fact, be involved in losses by a sharp increase 
in Bank rate. That is quite inevitable, it is recognized by us, and ... is 
regrettable because the discount market and the gilt-edged market perform 
extremely valuable services to the City and to Her Majesty’s Government. 
I should just mention that there are other occasions when, for example, the 
Bank rate is moving in another way where some advantage may be derived by 
those sections of the market. There is, therefore, to some extent a question of 
swings and roundabouts in this (Q. 8030). 

The discount market’s position, in the matter of both bills and short bonds, is 


dealt with more fully in the following article (see page 179). 


II—BANK RATE AS A WEAPON 


In the eyes of the world, will a 7 per cent Bank rate be regarded as a 

sign of strength or of panic?—Mr Thorneycroft, posing the big 

question before last September’s move. 
THE task of the Parker inquiry was complicated by a bewilderment that 
troubled the learned members themselves: the Tribunal, in common with 
others among the participating lawyers, could not understand why the world, 
and especially the City experts it cross-examined, would not normally take 
it for granted that any determined effort to resist inflation and cope with a 
major sterling crisis must necessarily include an increase in Bank rate. 
Surprise has been generally expressed that none of the journalists who 
received advance information from the Chancellor about the “ other” 
measures asked him whether Bank rate would be raised. The explanation is 
that for many months the authorities had given the impression. that-they did 
not regard Bank rate as the primary weapon, or even as an available one when 
it was already at a high level, for the defence of sterling. Only a few of 
‘the witnesses before the Tribunal showed any emphatic belief, before the 
event, that Bank rate ought to be raised, and only one or two were convinced 
that it would be. 

The proceedings make very clear, what most City people knew already, 
that the Bank is far from being the citadel of hard money that popular gossip 
(especially left-wing gossip) often takes for granted. None of the Bank 
witnesses thought that the Bank rate increase, if made as an isolated move, 
would have been a weapon of decisive or even major strength. Even the 
Governor, though obviously sponsoring and believing in that move, did not 
apparently regard it as necessarily and automatically one of the essential. 
measures. Among the Bank directors who, appeared before the Tribunal, 
Lord Kindersley seems to have been the strongest advocate of a Bank rate 
increase (it had “‘ got to be raised, and raised properly ”’); but even he thought 


166 








it ¢ 


int 
cor 


an 
em 


to! 


ste] 


the 
Bar 
Bef 
out 
spe 
the 














that more important was the Government’s attitude to spending and to wages 
in the nationalized industries, and he would not have wished to see Bank rate 
raised without specific action on the other fronts (QQ. 7392, 97). 

Mr W. J. Keswick, of Matheson’s, the merchanting house with intimate 
relationships with the Far East, who is an ordinary member of the Bank 
Court, apparently thought in mid-September (he had then had no contact 
with the Bank for a fortnight) that at that moment. an “ increase of the 
squeeze, freezing of dollars [apparently, restrictions on transfers into dollars] 
and control of exchange’ were more likely than an increase in Bank rate 
(QQ. 4376, 90, 4761). He had then committed himself to the prediction that 
the Government would resort “ to all measures ”’ to avoid a sterling devalua- 
tion, but had not expected the immediate Bank rate increase when he first 
heard of the proposal a few hours after that prediction was made (Q. 4704). 
The Governor, when asked what he himself would understand by that phrase 
“all measures ”’, refused to accept that it “‘ would ” include the Bank rate; 
he substituted the word ‘“‘ could’’, or “‘ might certainly’ (QQ. 7946-7). 
Again, Mr Humphrey Mynors, the Deputy Governor, when presiding at the 
Committee of Treasury and the Court in the Governor’s absence, was 
explaining a week before the change that the full programme of contemplated 
measures was still quite undecided, “‘ but depending on how it went we might 
have to consider whether there was a part to be played by a change in Bank 
rate’’. When asked whether his view, as put to the Court, was that a sharp 
increase in Bank rate would be right, he emphasized that he was regarding 
it as ‘* part of a combined operation ”’ (QQ. 8223-26). 

This was clearly also the view of the Chancellor. ‘‘ What the world was 
interested in ’’, said Mr Thorneycroft, ‘‘ was not simply the Bank rate. We 
could not have held sterling on the Bank rate alone ” (Q. 10745). Sir George 
Bolton, an executive director until 1957 (he is now an ordinary director) 
and for twenty years the Bank’s foremost exchange expert, was even more 
emphatic. He agreed with the Bank rate increase, but thought that a rise 
to 7 per cent, if unaccompanied by other measures, “‘might have been regarded 
as an act of desperation ”’; it might ‘“* even have had an adverse effect on 


? 


sterling, certainly not a good one ”’ (QQ. 8423, 37, 43, 44). 


II—-PROBLEM OF DUAL LOYALTIES 


I find I can divorce the knowledge acquired as a Director of the Bank 

of England from my ordinary business judgment.—Lord Kindersley. 

Forgive me for saying it, but it seems to me almost superhuman.—Lord 

Justice Parker. 
THE proceedings of the Tribunal produced a mass of evidence about 
the conflict of loyalties that may confront the part-time directors of the 
Bank: this is the problem that has most attracted the attention of the public. 
Before giving a brief selection from this evidence, it ought to be pointed 
out that the emphasis this problem received before the Tribunal, for its 
special and limited purpose, is no guide to its significance in the workings of 
the Bank and in the lives of the directors concerned. There is little doubt 
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that the impression made upon public opinion in this context has been both 
distorted and exaggerated, in spite of the caveat uttered by the Tribunal 
itself, at the end of its Report: 
Had it been our duty to express an opinion on this matter, we should, before 
doing so, have required exhaustive evidence as to the advantages and dis- 
advantages of continuing a state of affairs which has so long existed. ‘The 
criterion, of course, must be the national interest. 
The Governor points out in the memorandum, reproduced on page 180, that 
in his twenty years on the Court he has found that the problem does not give 
his colleagues frequent difficulty. 

Lord Bicester, of Morgan, Grenfell & Co, who has served four years on the 
Court, when asked whether he had ever found knowledge acquired at the Bank 
“an embarrassment ”’ in his other interests, replied, “‘ Slightly, sometimes ”’ 
(Q. 5275). Lord Kindersley, of Lazards, who has served ten years on the 
Court, has feltembarrassment “ten or twelve times—not more” (QQ. 7565-7). 

In principle, as Mr Cobbold explained, the problem is of two kinds. If a 
director has to act or take decisions in his outside interests at a time when 
he has special knowledge of relevant facts acquired from the Bank, he has to 
seek to act as he would have done without such knowledge. Secondly, he 
has at all times to be careful not to give hints outside about any special 
knowledge. When a direct conflict arises, or may appear to arise, and the 
director is uncertain about his proper course, the practice is for him immedi- 
ately to put the facts before the Governor or Deputy Governor and “ ask 
what he should do’. Approaches of this kind had been made on four or five 
occasions in the preceding year or so (QQ. 8139-41). 

The experience of Mr W. J. Keswick last September was of this character: 
he could not escape from the duty to give advice without delay to his 
associates in Hong Kong, and to execute promptly the selling instructions he 
received from them. 

4208. You had an obligation to give honest advice to Jardine, Matheson 
& Co?>—Yes, I did. 
4209. And you had a duty not to disclose anything directly or indirectly in 
relation to the Bank rate?—Yes, I did. 
4210. Which duty did you regard as the most important?—I regard them 
as equally important. 
4211. When there became a conflict of duty . . . which duty would prevail?— 
| would not make the choice. I would, as indeed in this case, declare . . . declare 
it immediately to the Bank of England. 
Mr Keswick was informed by the Deputy Governor on September 18 of the 
imminent rise in Bank rate; he at once told him about the selling orders his 
firm was putting in hand for Hong Kong. The Deputy Governor advised 
him to let the instructions stand, lest an attempt to modify them should 
attract attention in the market (QQ. 4208-12, 4141-47, 8259-77). 

Lord Kindersley, the other director of the Bank who figured prominently 
before the Tribunal in this context, faced the problem in its less exacting 
guise: he did not find himself in a position in which he personally had to take 
the material decisions. He could, and did, take ‘‘ avoiding action”. After 
he had definite knowledge that Bank rate was likely to be raised on the 
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following Thursday, he deliberately avoided discussions with his fellow 
managing directors at Lazards about sales of gilt-edged. At the ensuing 
meeting of the Court of the Royal Exchange Assurance, at which he had to 
take the chair, “‘ there was extraordinarily little discussion ’’ about proposed 
sales of gilt-edged, because he usually started discussion and on that occasion 
‘‘ was not in a position ”’ to do so; instead he contented himself with asking 
his fellow directors in turn whether they agreed with the proposals of the 
investment secretary (QQ. 7354-62). Lord Weeks, when asked by Lord 
Kindersley after the Bank rate increase whether he had given “ any signs 
away ”’, responded: “‘ Only one thing, I did think that you looked particularly 
‘ po-faced ’ that day ” (Q. 7482). 
A more revealing light upon how the “ superhuman ”’ task 1s possible 
comes from the evidence of Lord Kindersley’s colleagues at Lazards. Lord 
Kindersley himself explained that “‘ it is an unwritten law at Lazards—it has 
been ever since I have been a director of the Bank of England and for the 
32 years my father was—that you do not talk about that kind of thing with 
the person dealing with it’’. ‘Thus, from Mr Meinertzhagen, the managing 
director specializing mainly on stock market dealings: 
We are very careful at all times not to have conversations on those kind of 
things and particularly at times when it appears reasonable to suppose that 
matters are under discussion which might make such conversations difficult 
from the point of view of Lord Kindersley (Q. 6131). 
Mr Meinertzhagen had consciously refrained from discussion for such reasons 
perhaps four or five times in recent years (QQ. 6152-63). Similarly from Mr 
Thomas Brand, senior managing director after Lord Kindersley: 
5500 . . . Supposing you did want to ask Lord Kindersley some question 
connected with . . . interest rates, would you not do it because he is a director 
of the Bank of England?—If I thought that it was under discussion at the 
Bank of England, and I certainly thought this thing was under discussion at 
the Bank of England before the 19th, I would not have asked him. 
5501. You would be careful not to?—Yes. 


5502. ‘That means that Lazards is deprived of the benefit of his advice/— 
That is so, but you cannot'have it both ways. He cannot know what 1s 
happening without being part of Lazards; and from the Bank of England's 
point of view I do not see how you get round that. . 


And from Mr A. D. Marris, another of the managing directors: 


. It is a great handicap to have someone who is your chairman who 1s 4 
director of the Bank of England. You cannot feel free at moments of difficulty 
to go and consult him about things which you would like to consult him about, 
because you do not know and you cannot possibly know at what meetings 
he has been and if you ask his advice you do not know in what position you 
may put him (Q. 6202). 

Given the spotlighting of these difficulties, the Tribunal did question 4 
number of witnesses, and especially the Governor of the Bank, about the 
wider question beyond its terms of reference—the practicability of alternative 
arrangements to enable the Bank to get the necessary “‘ outside ’’ advice 
without disclosure of secret information. 

The Governor, as will be seen from the memorandum on page 180, was 
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‘“ most strongly of opinion ”’ that the present system best meets the national 
interest. | He also emphasized that advice has to be based upon knowledge, 
so that, even if the actual decision about Bank rate were to be reserved, for 
example, to the Governors in consultation with the Chancellor, there would 
still have to be substantial disclosure of the intentions to the outside directors: 
‘“T would submit there that the full consultation to which I should have to go 
if I were to get the full value of their advice would be very similar in that 
respect to their knowing I was making a proposal ” (QQ. 8059-74, 8113-18, 
8148). 


New Light on the City 


F the Parker tribunal was not an inquiry into the workings of the Bank 

of England, still less was it an inquiry into the City generally. In its 

probe of allegations that there had been a leakage of information about 

the rise in Bank rate, the information called forth about the mechanism, 
conventions and magnitudes of City operations was incidental. As such, 
therefore, it was haphazard and spotty in the extreme—again, still more so in 
relation to private City institutions than in the case of the Bank. An inquiry 
specifically directed to the subjects with which the Parker tribunal happened 
to find itself concerned would have asked different questions and, of course, 
would have asked them of a far wider range of firms and people. On the 
other hand, it may be noted that the judicial tribunal had power to subpoena 
witnesses and take evidence on oath—and might thus elicit information that 
would be denied to a parliamentary committee or royal commission. 

By any measure, this evidence is of great interest to anyone concerned with 
the workings of the City. It provides much new information on a number 
of specialized topics; it lays bare the secrets of a number of private institutions 
and individuals; and it gives a rare picture of the ways of the City and of its 
atmosphere in an exchange crisis. We turn here to five other main subjects on 
which new light was thrown by the proceedings: the impact on four City 
houses of the drain of foreign deposits; the experience, and general business 
practice, of Lazards in particular; City views on sterling at this time of stress; 
the underwriting of the Vickers issue; and the unique position of the Union 
Discount company. 

The special circumstances of the inquiry, and particularly the non- 
representative nature of its coverage, make any general conclusions extremely 
hazardous. But this dissection of the affairs of merchant banks and the 
leading discount house brings out starkly the extreme vulnerability of these 
houses at times of a general ebbing of foreign confidence in sterling. More- 
over, while the merchant banks and similar institutions depend on gilt-edged 
securities as secondary lines of liquidity, the capacity of the gilt-edged 
market to absorb large sales at such a time is limited. The fact that the houses 
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have been able to withstand the great pressures of recent sterling crises 
reflects great credit on their management. Among the most valuable aspects 
of the information brought out below are the indications of how these 
partners and managers work and think. 


I—FOUR HOUSES AND THE SEPTEMBER 
DRAIN 


9710... (Mr Vreede of Blydensteins) The position of sterling had 
not been happy for a considerable time, so it was on the cards that 
something would happen; something had to happen. 

9711. What did you expect to happen?—I do not know. 


Lazards 


TOTAL deposits at Lazards stood at £12 millions at mid-July. In the six 
weeks to August 22 they fell by £1.3 millions; in the three subsequent weeks 
they plummeted by {2.5 millions, to £8,157,000 on September 12, their 
lowest in recent times. All but £400,000 of this latest loss was of foreign 
deposits. In the subsequent week—to the close of business on the day of 
the Bank rate rise—Lazards’ deposits rose by £800,000 (and of this £700,000 
comprised a net rise in foreign deposits). ‘The Lazards managing directors 
emphasized that this movement was attributable to fortuitous influences and 
that they had discerned no change in the underlying trend. They therefore 
felt bound to effect a sharp increase in their liquidity. 

Despite the sale in August of two blocks of £500,000 each of short-dated 
gilt-edged securities (from a portfolio previously steady at £6.15 millions, of 
which £5.7 millions was in short-dated bonds), the supply of liquid assets 
was falling below the desirable minimum in relation to deposits; moreover, 
despite the recall of £1 million of loans to local authorities at seven days’ 
notice, money lent on call to the discount market was down to £2.7 millions, 
again below the desirable minimum (see page 175). ‘To replenish liquid 
assets, Lazards sold on September 17-18 some £14 millions nominal of gilt- 
edged (mainly short-dated, but ificluding £450,000 of 4 per cent Funding, 
1960-90). 


Guinness, Mahon 

Mr H. H.-W. Pollard, senior executive of the company, stated that on 
September 18 and 19 together deposits dropped by £400,000, of which 
foreign deposits accounted for £250,000. Until then foreign deposits had 
been fairly stable, though total deposits were drifting downward. Mr Pollard 
therefore called a deposit of £50,000 with a local authority at seven day notice 
and sold two lots of £50,000 of 3 per cent British Electricity, 1968-73. 
After the sales the gilt-edged portfolio was £1.3 millions. ‘‘ When markets 
are normal we would practically never deal in less than a quarter of a million 
pounds, but, of course, markets nowadays have been very thin owing to the 
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position of the country, and so probably nowadays we deal in fifties or 


hundreds ”’ (Q.9856). 


B. W. Blydenstein & Co 


This house is owned by two Dutch banks; it publishes a balance sheet, 
and this shows deposits and credit balances of £6.7 millions at end-March 
1957. Mr R. A. Vreede, the senior partner, told the Tribunal that deposits 
had been falling for some months and that withdrawals accelerated in the 
week before the Bank rate increase. On September 18, therefore, the firm 
sold Treasury bills and £200,000 nominal of 4 per cent Conversion, 1957-58; 
its portfolio at the time also included medium- and long-dated stocks. The 
main consideration in Mr Vreede’s mind was the vulnerable position of 
sterling: ‘‘ something had to happen’”’. His sales of gilt-edged were not 
prompted by any direct representations from Holland. 


Swiss Bank Corporation 


M. Pierre Lorsignol, manager of the London office of this Swiss bank, 
referred to a steady loss in the bank’s London deposits; between September 14 
and September 18 the liquidity ratio dropped from just under 30 per cent to 
12-13 per cent. Call money, which the bank ordinarily likes to keep at 
{14-2 millions, had dropped to £850,000. M. Lorsignol began selling bills 
at the end of August; and on September 18 he sold £1 million nominal of 
two bonds, both maturing within twelve months, from a total portfolio of 
{2.3 millions, which included bonds of redemption dates up to 1960. No 
representations to sell had come from Switzerland. Even after the sales, 
the liquidity ratio was ‘‘ very uncomfortable’. Asked why the bank sold 
gilt-edged when it still retained some bills, M. Lorsignol replied: ‘‘ I do not 
think it would have been easy in those conditions to sell any larger amount of 
bills to the money market. We did experience a certain reluctance on the 
part of the money market to take these bills ’’ (Q.10024). 


(I—LAZARDS IN THE LIQUIDITY CRISIS 


6237. Here is a crisis in the country which has caused a minor crisis at 
Lazards?—Certainly. 


LAZARDS’ business covers two broad fields: merchant banking, including 
acceptances, credits and foreign exchange dealing; and industrial financing, 
including an important new issue business, an investment trust (through a 
subsidiary company) and the administration of clients’ estates. The special 
features of these two fields of business call for precepts of liquidity that 
differ notably from those of the big deposit banks. They are here displayed 
in the atmosphere of exchange crisis. They may not be untypical of merchant 
banks as a whole in these circumstances; the same general considerations 
were, indeed, apparent in the evidence of the two other banking houses and 
of the office of the Swiss bank, summarized above. 
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The form and degree of liquidity that Lazards seeks depend on more than 
the actual volume of deposits. Much consideration is given to their trend, 
and also to the volume of acceptances, which represent a potential liability, 
and one that is known to the discount market. Partly because of this, the 
Lazards’ managing directors emphasized that they thought in terms of 
absolute figures rather than percentages of deposits. “I like 50 per cent 
(in liquid assets) . . . and I take notice if it goes to 40 ”’, declared Mr Thomas 
Brand; but he subsequently made clear that the desirable percentage would , 
depend on the direction in which deposits were moving. Little notice would 
be taken of changes in liquidity attributable to temporary influences—and 
big fluctuations are apt to result from the handling of industrial issues and 
of large foreign credits, under which deposits can accumulate in customers’ 
accounts “unconsciously ”’. The wool credit to France, in particular, is 
subject to large fluctuations—of over {1 million. This played its part in the 
exceptional rise in deposits in the week to September 19. But fixed deposits, 
at seven days’ notice or more, naturally are the result of conscious action. ‘They 
will reflect the climate of confidence in sterling, and it is this “‘ fixed money ”’ 
that is taken to indicate the trend. When sterling is under pressure, special 
attention is given to foreign deposits. 

An important distinction is also made between the different categories of 
liquid assets. In times of stringency, it seems, these rank in a descending 
order of priority: first call money; then Treasury bills and bank bills; then 
call loans to local authorities. 

The special réle played by call money in the assets of the merchant banks 
is to provide security not only for deposits, but also for acceptances. “I 
think you have always got to bear in mind ”’, Mr Brand told the Tribunal, 
‘that we have millions of pounds of bills outstanding with our name on 
them, and that is probably the greatest goodwill asset we have, and it has to 
be protected by visible strength”. Call money is not only immediately 
obtainable; “‘ it is completely visible ”’ (Q.5297)—-whereas the market cannot 





The Lazards 


LAZARDS is run by seven managing 


Organization 


tors sit in one big room, with Lord 


directors. ‘The chairman and senior 
managing director is Lord Kindersley, 
who is described as primus inter pares. 
His and Mr J. V. O. Macartney- 
Filgate’s main day-to-day preoccupa- 
tion is with the banking business. Mr 
Thomas Brand takes “ an overall look ”’ 
at the new issue business and securities 
and with the help of Mr D. Meinertz- 
hagen is responsible for stock market 
dealings. Mr P. Horsfall and Mr A. D. 
Marris concentrate on the industrial 
side and on new issues. Mr Godfrey 


Phillips takes part in all aspects of the 
Five of the managing direc- 


business. 
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Kindersley and Mr Brand in smaller 
rooms opening off each end. 

The full board, which includes also 
six other directors, meets once 4a 
month. ‘The managing directors meet 
each morning, the Friday meeting being 
a special “‘ money meeting”’. But the 
major decisions are “‘ more frequently ” 
not taken at the morning meetings and 
are often agreed without written record. 
‘* All seven partners ’’, Lord Kindersley 
states, ‘‘ have absolute confidence in each 
other. When we have come to a decision 
in principle, it is up to that partner, that 
partner or that partner to carry it out”. 

















know Lazards’ strength in Treasury and bank bills, and still less, of course, 
that in gilt-edged. Mr J. V. O. Macartney-Filgate in his evidence implied 
that there were two elements here. First, a certain amount needs to be kept 
in call money “for your own purposes’, to cover the contingency of 
default by clients for whom Lazards has accepted bills. But, secondly, 


5848 . . . the discount market themselves, who have a pretty shrewd idea of the 
total volume of your acceptance in the market, expect you to keep a certain 
amount of call money with them. It is a convenience to them. If you get 
your figure too low, and remaining too low—that is, your figure of call money— 
there might be some comment, your prestige, your name might suffer, and 
| have always been very jealous of that fact, that while our acceptances are 
high we should have a good figure of call money in the discount market. 


This means that when deposits fall special efforts need to be made to keep 
money in Lombard Street. Mr. Brand was questioned by his counsel as 
follows: 


5464... Is this right, that with the large volume of acceptances that you have, 
and have regularly, something over £12 millions in amount, it is necessary 
for you to have, either in the form of call money or Treasury bills, about 
{4 millions, of which the greater part should be in call money ?— Absolutely 
correct. 

5465 .. . And that irrespective of a decline in your deposits?—Yes; in fact 
you might almost go further than that and say that the more your deposits 
decline the more interested you are in having a large amount of call money. 


The ‘“‘ minimum desirable figure’ of call money, Mr Brand stated sub- 
sequently, is £3 millions—though, if he could get it, he would prefer the 
whole {4 millions in call money. Mr Macartney-Filgate took the same view. 
At mid-September, when deposits were down to £8.16 millions, Lazards had 
{2.7 millions in call money and £620,000 in bills. The sale of £14 millions 
nominal of gilt-edged, together with the reflux of deposits, restored the call 
money by September 20 to {4.9 millions. Lord Justice Parker asked why, 
since the sum required to bring call money and bills to £4 millions was 
£678,000, the intention was to sell gilt-edged to a total of £2 millions (of this, 
half a million was not sold because the price was unacceptable). Mr Brand’s 
reply is revealing: 

5559... Yes, but as long as you do not sell too little you must be on the right 

side in this kind of position which we were running into. 


Mr Brand and his colleagues repeatedly emphasized that they were prompted, 
not by fine calculations of detailed movements, but by the general trend; 
and that they would always choose not only to do too much rather than too 
little, but also to act decisively at one stroke. 


5541 . . . (Mr Brand) I do not want to overstate it, but it is an intolerable 
nuisance to have to look at these deposits and liquidity figures in my mind. 
They should not crop up, particularly at a time when you are busy on other 
things. I hate the position where we begin to, shall I say, sell gilt-edged 
once a week, and that kind of thing. It may be more personal than otherwise, 
but I am sure that is not the way banking business should be conducted if 
you are free to sell. You may be pushed into it. 
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A still more pointed explanation is given in the following passage: 

5387. In fact, you sold about 1} million pounds more than you needed to?—It 
depends what you mean by needing. 
5388. You had it back again?—I do not think I will ever get down to doing 
things because I need to. ‘The whole purpose of this operation—it may be 
conventional and traditional—is that if you are a consistent seller of gilt-edged 
and consistently fairly short in your call money market, you are advertising 
precisely the wrong brand. 

Mr Brand presumably intended no pun. He continued: 

Everyone knows, or seems to know, when you sell gilt-edged, and the whole 
of the bili-broking market know what call money you have got every day. If 
you are in trouble, I think it is clearly the thing to do, and not worry too much 
about whether you are going to get somewhat less interest. 

5389. You say, if you are going to do it, do it handsomely so as to put plenty 
into your pocket?:—Yes. 

5390. And do it once in a big way rather than several times in a small way?— 
We had already done it twice. 

The decisive influence of the general “ feel’’ of the situation—best put, 

perhaps, by Mr A. D. Marris, “‘ you play this tune according to your ear and 

if you think the waves are running high you tend to want to get liquid ’’— 
explains also the turn-round in Lazards’ transactions in gilt-edged immediately 
after the measures of September 19. ‘The fact that no turn-round had yet 
occurred in Lazards’ own deposits was of little significance; the managing 
directors judged, and judged rightly, that “‘ the unknown factor which we had 
been guarding against had disappeared ”’ (Q.5439). 


HI—SIDELIGHTS ON STERLING 


8070... (Mr Cobbold) The specific point that I wanted advice on 

was what effect a movement to 7 per cent would have on the exchanges. 

I think that was the point foremost in my mind at that moment. 
BESIDES its major direct impact, of course, the trend of foreign deposits 
in London, reflecting the state of world confidence in sterling, is the key 
element in determining the general ¢limate of the merchant banks’ business— 
and, indeed, of that of the City and the economy as a whole. The Tribunal 
evoked some interesting views on some of the traditional imponderables. 

5481. (Lord Justice Parker) If the Bank rate had not been increased, foreign 

withdrawals might well have continued?—-(Mr Brand) I think people had gone 

down to the lowest balance they had to keep here for business reasons. 
Unfortunately it is not clear whether Mr Brand was referring to deposits at 
Lazards alone or to total foreign deposits in London. Subsequently, he con- 
firmed that there must be a limit below which foreign working balances could 
not very well fall; but he declined to hazard an estimate of the magnitude or 
proportion of that minimum. Mr Macartney-Filgate, asked by his counsel 
whether on Monday, September 16, there were still deposited at Lazards 
funds that might have moved to Germany if sterling had weakened, replied 
that there were such funds, but could not guess whether they were large. 

The fact that all policy considerations were dominated by the doubts about 
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the exchange explains why the managing directors were united about the 

need to go more liquid, despite the wide divergence in their views about the 

chances of a Bank rate increase. 
5494 ...(Mr Brand) You come back to this story: it is the exchange and not the 
Bank rate which governs whether one is going to lose further deposits or not, 
from the deposit point of view. Therefore, I think you first have to decide 
whether you are going to live in the same exchange world as you have been 
living in and that Bank rate comes second, as long as you feel that you may 
be moving into another exchange world. 


Mr Brand added: 
Whether it is a free rate or a widening rate, I think you would come to the 
conclusion that the first thing that might happen to sterling would be that it 
would dip to the bottom. Whatever might happen later, it would go down 
at that moment, and I think the foreigner would make further efforts to get 
what money he could out. 
Mr Brand had emphasized earlier that if the exchange margins had been 
widened and the Bank rate left unchanged, “I think we would have had 
quite a lot of trouble” (Q.5416). 


IV—UNDERWRITING A NEW ISSUE 


7543. (Lord Justice Parker) Swbh-underwriting is a sort of club, ts it? 
(Lord Kindersley) Yes. 
IN its probe into the reasons why Lord Kindersley had sought to postpone 
the new issue by Vickers, underwritten two days before the Bank rate rise, 
the Tribunal brought out some interesting information about the general 
practice of the underwriting houses. Lord Kindersley’s concern was to avoid 
ill feeling in the City against the Bank: 
7428 . . . It came into my mind that here was the biggest transaction that 
had been done in the City or was going to be done in the City for donkey’s 
years, except for the Steel Company of Wales, which had been left something 
like 92 per cent with its underwriters and clogged the market for months. 
Here was another one and it was going to do the same thing... . 
The Vickers issue was for £29 millions, of which £93 millions was in loan 
stock and the remainder in ordinary shares. ‘The underwriters were Morgan, 
Grenfell, who placed offers of sub-underwriting for all but £500,000. 

It emerged plainly from the evidence that both the group of houses involved, 
and their participations, followed an established pattern. ‘* You will find ”’, 
said Lord Bicester, chairman of Morgan, Grenfell and a director of Vickers 
and the Bank of England, ‘‘ that the amounts of different houses of that 
[Lazards] sort of size are probably identical all the way through the list ”’ 
(Q.5240). Mr Brand intimated that Lazards’ acceptance was not far from 
being automatic: 

5407. Would you really leave it, in effect, to them [the brokers], not of course, 
to accept for you, but to put you down, subject to your acceptance, for a 
certain proportion?—They usually on a big issue tell us what they are going 
to offer. 

5408. It is usually about the same proportion, is it?—Yes. 

5409. In your view would any assurance have been given to Morgan Grenfells 
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before they underwrote firm on the 16th that you would be in on this as sub- 
underwriters to a certain extent?—Hoare & Co [the brokers] would have 
given them, I think, some sort of verbal general assurance that the underwriting 
was going well or being accepted. 

5410. That would be after inquiry of you?—I do not think they would have 
specifically referred to Lazards in such a report. 

5411. Would that be because they would assume Lazards’ participation?— 
Well, we are comparatively small. The importance of whether we accept or 
not is not great, whereas with some others it is. 


At Lazards, with a stake of £123,000, the commitment caused little comment 
and called for no policy decision. At the Royal Exchange, with a commit- 
ment of £618,000, the investment secretary, Mr C. A. S. Cooper, did express 
concern about the “‘ size and hazards ”’ of the underwriting. At the same time, 
he took the view that from the time that the Vickers issue was under con- 
sideration by the Royal Exchange at the end of August the corporation was 
‘* morally bound to take up this underwriting so long as the issue terms were 
realistic at the time of issue’”’. The object of Mr Cooper’s concern thus 
appears to have been to secure provision for the likely take-up; he feared that 
the corporation might be left with the whole of its £400,000 commitment for 
the ordinary shares. In the event the underwriters were left with 943 per 
cent. Mr Cooper was asked why he needed to sell gilt-edged to cover this 
commitment when the cash calls were spread over a number of months, 


He replied: 





...1t is a canon of insurance that you shall not put the same money to a double 
risk, and to have the shares in your hands with calls payable, and yet to have 
securities which may fluctuate in value prior to their being sold in order to 
pay the call, is unwise. It represents an accumulation of risk (Q.6762). 

The timetable of the new issue procedure is worthy of note. The Bank of 
Ingland’s permission for the date of the issue was given in early August. 
Morgan, Grenfell formally underwrote the issue on September 16, and the 
sub-underwriters received their offers on the following day. Lord Kindersley 
emphasized that if he had been aware that the underwriting ‘‘ was out ”’ he 
would not have dreamt of taking soundings on the possibility of a postpone- 
ment—as he did, with the permission of the Governor of the Bank, from Lord 
Bicester. Once the document was signed, Morgan, Grenfell was committed 
to Vickers, even if the issue were postponed—unless, that is, Vickers specific- 
ally released Morgans from their commitment. And Lazards in turn would 
feel itself bound to Morgans. 

5473... did Lazards mind very much having to take up the Vickers stock 
with which they were eventually left?-—(Mr Brand) No. It is a first-class 
company and we realized that we were going to be left with it. We have 
had to do the same ourselves to other people once or twice. 

5474. You expect to take a little of the rough when you yourselves are sub- 
underwriting?—-Most certainly. 


Lord Kindersley did not see his discussion with Lord Bicester as in any way 
remarkable. Lord Bicester, a colleague on the Bank of England, would not 
find it ‘‘ in the least surprising that I should come to him and say to him: 
‘ Look here, Rufie, is it too late to stop this business or not ?’ ”’ 
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7459... Morgans and ourselves are probably closer than any other two issuing 
houses in the City of London; we discuss intimate details of every kind and 
description. 


The mechanism of underwriting in the City is largely on an informal basis: 
“ sub-underwriting is a sort of club ”’. 


V—LOMBARD STREET’S FETTERED GIANT 


8948 ...(Mr Trinder) My company 1s the largest day-to-day trader 
in London. I run a hig book, and the Bank rate is more or less the 
thing that I stand or fall by. 


THE turnover of bills at the Union Discount company averaged in 1956 
rather more than £88 millions a week. The turnover of bonds was some 
{314 millions a week. By comparison, the company’s capital and published 
reserves amount to £8 millions. In accordance with Lombard Street con- 
vention, the company holds no bonds longer than five years’ maturity, and so 
usually avoids the worst gyrations of the gilt-edged market. But the 2 per 
cent increase in Bank rate knocked nearly five points off the price of 4} per 
cent Conversion, 1962. “‘ If I am wrong ’”’, as Mr Arthur Trinder puts it, 
“ T certainly lose a lot of money, and if I am really wrong I could become 
insolvent or my company could, but fortunately that has not happened ”’. 

Mr Trinder did take the view that Bank rate was likely to be raised 
(though not by 2 per cent). But what could he do about it? “I had a short- 
dated investment book of about £80,000,000 to £85,000,000 at that time ’’— 
by the end of the year, it may be noted, the balance sheet shows this down to 
{58 millions—‘“‘ but to do anything worth while you have really to think 
about selling £ 10,000,000 to £15,000,000 and that was not possible”’ (Q.8997). 


8979 . . . I am the market in certain short bonds, so therefore I have to sit 
tight and do nothing. . . . ‘The market is not big enough for a company like 
the Union Discount to move effectively in one day. 


The £12 millions of bonds sold after the Bank rate rise could not have been 
disposed of the week before. Indeed, at times the Union Discount cannot 
sell stock straight in the manner of the smaller fry. 


8980... You do not offer stock; you say to a broker if he sees a buyer will he 
bid you... 8984... That is generally the only way I can really deal. 


Nor is there very much leeway in the other direction: 


8988 . . . Could you have declined to take up bills as far as possible?—Not 
from regular customers, because one has to think of the goodwill of a business, 
the continuance of a business. . . . in isolated cases one could always do this, 
and this is customary. If on a Bank rate morning an unusual person offers 
you an unusual amount of bills, you can then bid him subject to the Bank 
rate, which means, should the Bank rate alter the rate is adjusted. 


Mr Trinder confirmed that the adjustment would follow the direction in 
which Bank rate moved—‘ but they do not generally offer me bills if they 
think the Bank rate is going down ”’. 
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The Governor’s Statements 





I—Case tor Part-time Directors 
Mr Cobbold’s Memorandum to the Parker tribunal 


put on Directors by their posses- 

sion of special knowledge, but it is 
very clearly understood by Directors 
that they must not allow special know- 
ledge derived from the Bank to influence 
them in their affairs elsewhere, but must 
seek to divorce themselves from that 
knowledge and act as they would have 
done if they had no such knowledge. I 
thought that the Chairman put this 
position very clearly when questioning 
Mr Keswick. A Director clearly also 
has to be careful not to give any hint 
outside the Bank about special know- 
ledge either in what he says or in such 
ways as abstaining from decisions. 


Problem Not New 


It seems to me that a similar position 
often arises both in business matters 
and, more generally, in other walks of 
life, where an honest man must often 
divorce one set of interests from another 
and must not use in one capacity in- 
formation available to him in another. 
The position arises almost every day in 
banking, where a banker is not expected 
to use, for his bank’s profit, secret in- 
formation about a customer’s affairs.’ A 
professional accountant is not free to use 
secret information about the affairs “of 
his clients for the benefit of a company 
of which he may be a director. I am not 
familiar with the legal profession, but I 
imagine that the same position must arise 
there, too. 

It is obvious that, in a case such as is 
before the ‘Tribunal, this problem is 
highlighted. But I should not wish the 
Tribunal to feel that it is a problem 
which gives serious or frequent trouble 


in the Bank of England. In my 20 


enarige time to time some strain 1s 


years’ experience on the Court I have 
found that in practice it does not give 
my colleagues frequent difficulty. On 
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the rare occasions when a Director is 
uncertain about his proper course, my 
experience is that he immediately comes 
to the Governor or Deputy Governor 
and asks what he should do. 

Nor should I wish the Tribunal to feel 
that this is a new problem. It must have 
been with the Bank of England through- 
out its long history. In fact, in the old 
days, when most Directors were in- 
dividual merchants or partners in mer- 
chant firms, it must have arisen much 
more frequently than it does now. Nor, 
indeed, is this problem confined to this 
country. In the other great financial 
market of the world, the United States 
of America, the same sort of problem 
exists. The responsibility for fixing the 
rate of discount lies, subject to approval 
by the Board of Governors of the 
Federal Reserve System in Washington, 
with the Boards of Directors of the 
Federal Reserve Banks in each district. 
These Boards of Directors include 
representatives of commercial and bank- 
ing interests, and conduct their affairs 
on rather similar lines to the Court of 


the Bank of England. 


‘¢ Creature ’’—Cripps’s Jest 


But the existence of this problem 
(even if it arises infrequently) must pose 
the question whether the present 
arrangement is on balance best suited to 
the national interest. I am most strongly 
of opinion that it is. 

The Bank of England is not, as 1s 
sometimes suggested, a mere operating 
department under the Treasury. This 
suggestion has been fed over recent 
years by quotation of a reference by a 
very great Chancellor of the Exchequer 
to the Bank as “ his creature ’’, a phrase 
which the Chancellor told me on the 
following day he had used lightly and 
in jest. — 
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The Bank of England is the banker, 
agent and confidential adviser to Govern- 
ment over a very wide range of financial 
matters, domestic and international. The 
Bank has also a direct responsibility for 
market monetary management, which 
includes the fixing of Bank rate and 
various other market operations. This is 
the position both in law and practice. 
In law the Court is responsible for the 
conduct of the Bank’s affairs, subject to 
any direction which may be given by 
HM Treasury under Section 4 (1) of the 
Bank Act, 1946. In practice the Court 
of the Bank accept and discharge these 
responsibilities, in consultation with 
Her Majesty’s Government and recog- 
nizing that in the last resort the policy 
of the Bank must conform with the 
general policy of Government. I am 
confident that this position is clearly 
understood between the Bank and HM 
Treasury. 

The first responsibility for formulating 
the Bank’s policy and for tendering 
advice to Her Majesty’s Government 
naturally falls on myself and the Deputy 
Governor. We have at our disposal 
advice on policy and operational matters 
from the Executive Directors and the 
permanent staff of the bank, most of 
whom have spent much or all of their 
working lives within the Bank. But it 
has been consistent practice throughout 
my experience for the Governor and 
Deputy Governor to keep the Court as 
a whole, and Directors individually, 
closely informed about policy, and to 


consult with them and seek their views 
before making any major proposal. The 
Directors of the Bank cover between 
them a very wide range of interests in 
banking, industry, commerce, trade 
unions, shipping and insurance. They 
are all practical men, with a wide and 
up-to-date knowledge of events at home 
and abroad. It is quite invaluable to the 
Governors to be able to draw on this 
fund of knowledge and experience in 
formulating policy and to be able to 
share with the Court responsibility for 
decisions which must affect sterling 
throughout the world. I believe that, 
at any rate in my experience of 20 years 
on the Court, successive Chancellors of 
the Exchequer have felt it an advantage 
to them, and to the national interest, to 
know that advice tendered to them by 
the Governors and decisions proposed 
by the Governors have the support of the 
wide experience represented by the 
Court of Directors. 

The strength and the independence 
of thought of the Bank derive mainly 
from a Court constituted on present 
lines, taking an active and continuous 
part in forming policy. If the nature of 
the Court were to be altered so that it 
were not to be composed of active prac- 
tical men of business, or if Directors 
were to become mere figureheads 
divorced from the real affairs of the 
Bank, then it is my belief that the utility 
of the Bank to the public interest, in 
this country and in the Commonwealth, 
would disappear. 


[1—Reply to the Critics 


Speech to the Overseas Bankers’ Club on February 17, 1958 


a popular national pastime to suggest 

how the Bank of England ought to be 
run: for a few minutes perhaps I may 
play too. . . . The Bank’s contacts with 
outside business are by no means con- 
fined to contacts through directors. We 
are in close and regular touch with the 
banking industry generally, and in fre- 
quent contact with the stock exchange, 


|: has in the past few weeks become 


foreign exchange and commodity mar- 
kets and many sections of industry and 
commerce. And, in this company, I 
must mention our contacts with overseas 
banking; first, with our sister central 
banks throughout the world, but also 
with many commercial banking friends. 
In particular I thank those who have 
offices in London for their unfailing 
co-operation with the Bank of England. 











To-day merchant bankers do not 
dominate the Court as they used to. 
Of a total of 16 directors, four are execu- 
tive. Of the other 12, seven have their 
main experience in industry and com- 
merce, three come from merchant banks, 
one from a clearing bank (not one of the 
‘ Big Five ’’) and one from a joint stock 
bank with its main business overseas. 
And each one of the five “ banking ”’ 
directors also has interests in industry 
or commerce outside banking. 


The Clearing Bankers 

Clearly one possibility is that more 
directors should be drawn from the 
clearing banks, and it is well worth ex- 
ploring. Both in everyday business and 
in top-level contacts the Bank of 
England’s relationship with the clearing 
banks is second only in importance to 
the Bank’s relationship with Govern- 
ment. It has been playfully suggested 
that the merchant banks use the gentle- 
men’s door and the clearing banks the 
players’. Whichever door they come in 
by, the chairman of the Clearing Banks’ 
Committee, his deputy and the chief 
executive officers use it very often, and 
we are very glad they do. 

Up to date our feeling in the Bank 
has been (and I know that the chairman 
of the Committee agrees) that more 
direct representation of the clearing 
banks on the Court might tend to em- 
barrass both parties rather than facilitate 
our relations. Discussion, negotiation 
(and sometimes argument) between tHe 
Bank of England and the Clearing 
Banks’ Committee are normal and fre- 
quent. Both parties might well find 
things more difficult in practice if lead- 
ing representatives of the “ Big Five ”’ 
were on the Court as well, and thus on 
both sides of the table. A similar, and 
more accentuated, difficulty would arise 
if, for example, representatives of the 
discount market (whose advice is also 
most valuable to the Bank) were on the 
Court. With the merchant banks the 
same difficulty does not arise, because 
the Court’s decisions have less direct 
impact on their business and their re- 
lations with the Bank are more individual 
than collective. 
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Next, a word about the present func- 
tions of directors. I personally feel most 
strongly that in large-scale business 
administration, by no means limited to 
banking, few things are more important 
than the mingling of the full-time tech- 
nical directorate and professional staff, 
“the inner self’’, as it were, of a 
business, with directors and advisers 
who have other interests and different 
experience, what I may call ‘‘the window 
on the outside world’’. ‘This can do 
more than most things to give corporate 
strength to great businesses and in- 
stitutions and to help them to form a 
balanced view of world events. 


No Sinecure 


I make so bold as to claim that the 
Bank of England has been very success- 
ful in this process, both at the directorate 
level and at the level of the higher per- 
manent staff. ‘The job of part-time 
directors is no sinecure. ‘They work 
hard, on committees and in individual 
consultation. We expect them to keep 
us informed of what is going on, to 
share our thinking, and to take their 
responsibilities, both in internal ad- 
ministration and in formulating the 
Bank’s policies. 

This question of part-time service has 
wide importance for the whole of our 
public life. I see no reason why this 
country should not continue, as it has 
done for centuries past, to find men of 
first-class repute who will devote part of 
their time to public service and who 
will know, without much _ difficulty, 
where private interest ends and public 
duty begins. But, in the long run, this 
will only remain possible if some dis- 
cretion is used in treating them as a 
political football. 


Bank—Not Study Group 


The Bank of England must be a bank 
and not a study group. ‘The prime 
requirement must be operational com- 
petence. But I most emphatically reject 
any accusation either that the Bank 1s 
influenced solely by City and banking 
interests or that it is hide-bound by 
tradition. With two former dons from 
Oxford on our senior permanent staff, 




















not to mention the Deputy Governor, 
who may still remember something from 
his ten years at Cambridge, a charge that 
the Bank is bereft of professional 
economic thinking does not bear ex- 
amination. ‘The Government look to the 
Bank day in and day out for advice and 
information on economic and statistical 
matters, both at home and overseas. 
And the present composition of the 
Court itself refutes the suggestion that 
we pay no heed to industry or commerce. 


Continuous Adaptation 


I was Deputy Governor under the 
old regime. I have been appointed, and 
have served, as Governor under both a 
Labour and a Conservative administra- 
tion. It has, therefore, fallen to my lot to 
play some part in carrying the old Bank 
into the new, and in framing the working 
relationships between Government and 
Bank under the Act of 1946. But, in 
fact, the evolution of the Bank has been 
progressive. The constitutional effects 
of the Bank Act of 1946 were very im- 
portant, but it was by no means the 
only recent occasion of great practical 
change. ‘There were, for example, the 
early 1920s, 1931 and 1939. The Bank 
of 1958 would, I suspect, be recognizable 
only in its outward forms to my pre- 
decessors of 50 years ago. We have 
always tried to maintain what is best in 
the practices which have stood the test 
of time, but to be ready to adapt them 
to the needs of the day. The only thing 
which matters is that the Bank should 
be in the best position possible to per- 
form its duties as the servant of the 
public and as banker and adviser to the 
Government of the day. 

In this connection I should like to 
touch in more detail on one point which 
has lately been the subject of public 
comment. 


The Bank and the Public 


To what extent should the central 
bank be more forthcoming in expressing 
its views, even if they are not in accord 
with those of the Government of the 
day? Should the Bank produce more 


statistics and comment, putting on them 
a slant which might often be different 
of official 


trom. that statements and 
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White Papers? Some central banks have 
gone much further in this direction than 
we have: there are advantages and dis- 
advantages, and the balance of advantage 
may change with changing times. 

Our policy has been to move gradually 
in the direction of saying more about 
what we are doing and giving more 
background. For example, I have lately 
made more public speeches than I did in 
my earlier years or, I think, than my 
predecessors did. But I take the view 
that there are some advantages, both to 
operational efficiency and to public 
understanding, in the central bank 
mainly resolving its differences and 
reaching its agreements with Govern- 
ment in private, and devoting more 
effort to advising and informing Govern- 
ment than to building a separate, and 
perhaps rival, empire. 


Why Dilemma Arises 


In some countries, where responsi- 
bility for monetary policy lies exclusively 
with the central bank, this dilemma 
scarcely arises. Here, where responsi- 
bilities are separate but interwoven (I 
dealt with this subject in a speech at 
Ipswich last October) the question is 
more complicated. I keep an open mind 
on this point: I shall be glad to know 
what the Radcliffe Committee think 
about it; and the Bank will endeavour 
progressively to meet public require- 
ments. 

I make no claim for infallibility in 
Threadneedle Street. In the past twelve 
years monetary policy has, of necessity, 
been experimental and empirical. I, 
for one, greatly welcomed the appoint- 
ment of the Radcliffe Committee. It 
must be wise from time to time to 
review both technique and such matters 
as the structure of the Court and the 
relative functions of Government and 
Bank in the monetary field. This 
review will help us all to see where, 
without sacrificing the strength of 
tradition, further improvements can 
usefully be made. 

The “‘ Old Lady ”’ does not cling to 
outmoded fashions. She may be a bit 
reticent about it, but she keeps her 
wardrobe up to date—albeit with a 
touch of old style befitting her years. 











Irish Banks in a 
Stronger Economy 


By A DUBLIN CORRESPONDENT 


HE year 1957 witnessed a strengthening of the Irish economy and, 

therefore, an improvement in the position of the Irish banks. The 

balance of trade and balance of payments continued to improve. 

The trade deficit, which reached £94 millions in 1955 and was cut 
to {73 millions in 1956, narrowed further last year to £51 millions; while 
the balance of all current payments, in deficit of £14 millions in 1956, is 
expected to show a small surplus for 1957. An external surplus, however 
small, is a rarity (times of war apart) in Irish economic life; the last favourable 
balance was achieved in 1946, when capital and consumer goods were still 
in short supply. Last year’s achievement was reflected in the net external 
assets of the Irish banks, which rose on balance by a little over £2 millions 
to £90 millions. This is still well below the level of four years ago, but it 
shows a marked recovery from the drain of 1955, that “ dreadful year ”’ as 
[Lord Pakenham has described it. 

The Irish banks were strongly affected also by the dramatic moves in 
credit policy in Britain. Following the increase of 2 per cent in the London 
Bank rate in September, the Irish banks raised their rate on deposits of 
£25,000 and over by 14 per cent to 4 per cent, and on deposits of under 
£25,000 by 1 per cent to 24 per cent: Lending rates in general were increased 
by 1 per cent. ‘The Central Bank of Ireland raised its discount rate from 5 
to 6 per cent. Thus the differential between rates in the Republic of Ireland 
and Britain goes a step further. That differential was first established in early 
1955, when banks in the Republic (but not Northern Ireland) declined to 
follow the increases in the London Bank rate. Since end-1954, general 
lending rates have risen in Britain from a minimum of 34-44 per cent to 73-84 
per cent. In Ireland the increase has been from 54 per cent to 7} per cent. 
Deposit rates have risen in Britain from 1} to 5 per cent, in Ireland from 1{ 
to only 4 per cent even on the large deposits. 'The borrower in Ireland 
has been more favourably treated than the lender. This policy has so far 
been pursued without apparent harmful results; but the remark of the 
October bulletin of the Central Bank on the increases of the previous month 
is very apt: ‘‘ the pursuit of cheap money would in the end have led, without 


doubt, to acutely scarce money ”’. 
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Bank advances had expanded only slightly during 1956, and remained 
almost static for much of 1957. In the closing months, however, they 
increased sharply and ended the year about {£7 millions higher than at the 
end of 1956. This rise was due partly to the financing of an increased output 
of agriculture. Bank investments also increased, though here the year 
brought little respite from the anxieties about the course of gilt-edged prices. 
Despite heavy calls from the State, therefore, bank deposits increased. The 
increase in deposit accounts has a special significance in Ireland, where, as 
Lord Pakenham pointed out in his speech to the shareholders of the National 
Bank, the proportion of deposit to current accounts is two to one; this 1s 
roughly the inverse of the proportion usual in England, though after the 
recent switches the present ratio is around two to five. 











TABLE I 
CHANGES IN DEPOSITS AND ASSETS OF IRISH BANKS 
(£000s) 
CASH, LONDON 
DEPOSITS BALANCES AND INVESTMENTS ADVANCES AND 
CALL MONEY BILLST 
Dec 31 Change Dec 31 Change Dec 31 Change Dec3l1 Change 
1957 in year 1957 in year 1957 in year 1957 in year 
Bank of 

Ireland 81,728* - 945* 14,609 —-2,411 30,531 1,689 41,444 - 391 
Hibernian 26,228 750 3,241 294 9,836 — 115 14,199 + 578 
Munster & 

Leinster 76,007 ~ 3,736 11,554 - 593 19,806 + 519 46,030 3,784 
National .. 89,343 4,036 24,536 + 789 33,125 --2,584 34,939 + 667 
Northern... 47,523 2,126 8,796 + 1,005 22,076 — 127 20,396 + 1.481 
Provincial 41,760 - 1,063 5,874 - 825 17,001 -+ 2,461 21,264 - 740 
Royal .. 20,697 559 3,143 - 113 7,099 + 448 10,814 + 226 
Ulster .. 54,125 - 3,784 11,637 -+2,070 23,428 -— 406 23,499 +2,255 
Total Eight 


Banks 437,411 - 15,109 83,390 -- 216 162,902 +7,053 212,585 + 7,860 


-—_—— - -= 











* Includes Government and other public accounts. 
+t Includes balances in course of collection, except in case of Ulster Bank (1957 figures) 
and National Bank, which include balances under cash item. 


At the end of the year, the ratio between net external assets of the banks 
and their liabilities within the Republic was 30 per cent, which showed no 
change from December, 1956. At end-1955 the ratio had been 29 per 
cent; twelve months earlier again, it had been 40 per cent. The bulletin 
of the Central Bank for January, 1958, comments on ‘the close connec- 
tion which has emerged since 1956 between developments in external 
payments and internal bank credit. . . . If external payments are in deficit 
bank lending for internal purposes now tends to fall and the opposite 
movement is more likely when external payments are in surplus’’. It is to 
be hoped that the Irish banks will have an opportunity to extend their 
experience, so far severely limited, of what happens when there is a pay- 
ments surplus. 

Despite the new burden on the service of deposit accounts, the Irish banks’ 
profits were generally increased; and four banks, the Bank of Ireland, the 
Munster and Leinster, the Northern and the Royal, increased their dividends. 
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Adding Machine buy 
Over 70 years’ experience 
makes Burroughs the first 
name in add:ng machines 
and the last word in speed 
and dependability. 
Burroughs Adding 
Machines are precision 
made to last a business 
lifetime. They give extra 
years of high performance 
at lower cost and there is 
a choice of capacities to 
suit every business need. 
All models are equipped 
with the simple, easy-to- 
learn full keyboard to 
eliminate one-key-at-a- 
time indexing of all figures 
—including 0’s. There are 
single-purpose control keys 
skilfully positioned to save 
time and effort. 
Whatever your business, a 
Burroughs Adding Machine 
is your best buy. Backed 
by Burrcughs’ unparalleled 
nation-wide service, you 
will find it an investment 
that goes on paying 


dividends. 


Write now for a 2C-page booklet on the many uses of Burroughs Adding Machines to 


186 


Burroughs Adding Machine 
Limited, Dept. BK, 356-366 


Oxford Street. London, W.1. 


BURROUGHS 











mt C5 C4 beet OU FUUU!UCO_ 


eH (CF - me 


N 
Pr 
Re 
U 


tel 
tio 
CO! 











It can hardly be claimed, however, that shareholders have greatly benefited 
over the last twenty years, during which a very conservative dividend policy 
has been followed. Mr Klingner, the chairman of the Royal Bank, has this 
year publicized a figure that should dispose of some of the misunderstanding 
about the wealth of the bank shareholder. The average holding in the 
Royal, he said, is £243. 

The demands of State activities were unabated during the year, though the 
means by which they were met were diversified. A National Loan for £10 
millions was floated at 6 per cent in the autumn, and was comfortably sub- 
scribed. ‘Two innovations were made. Following Britain’s example, Prize 
Bonds were offered to the public. ‘They were very well received and sub- 
scriptions reached £8 millions. Also, for practically the first time, the 


TABLE II 
IRISH BANKS’ PROFITS AND DIVIDENDS 
NET PROFITS DIVIDENDS 
1955 1956 1957 1935-38 1947-52 1953-56 1957 
(£000s) 

Bank of Ireland .. i 430 455 134 14 15 16 
Dublin 

Hibernian Bank* - 107 108 110 114-12 12 13-14 14 
Dublin 

Munster & Leinster Bank* 180 183 196 12 11 12-13 14 
Cork 

National Bank® .. ae 365 380 382 12 10-11 11-12¢ 12 
London 

Northern Bank .. a 146 149 151 123-103 103 114 124 
Belfast 

Provincial Bank . . i 77 78 78 124 10 12 12 
Dublin 

Royal Bank 04 = 43 46 51 9-8 7 8-10 12 
Dublin 

Ulster Bank - re 163 162 183 14 18 18 18 
Belfast 

Total .. os See 1,561 1,629 





* Profits of these banks shown before deduction of tax on distributed profits. 
t+ Increase made in 1956. t Increase made in 1955. 


Government began to experiment with short-term borrowing. Ninety-day 
Exchequer bills were offered on three occasions during the year, for {£2 
millions in July and for £3 millions in September and again in December. 
The December tenders were accepted at an average price of £98 9s Od per 
cent, equivalent to an annual discount rate of 6.2 per cent. No minimum 
tender price was stated in the offer; and it appears that a number of applica- 
tions were rejected as the discount rate at which they were tendered was 
considered excessive. The bills can be discounted with the banks on forty- 
eight hours’ notice at a re-discount rate of not more than one-quarter of 
one per cent above the accepted tender rate. ‘The claims made in some 
quarters that the innovation represents the institution of a money market 
are somewhat exaggerated ; the Irish banks still use London for that purpose. 
Nevertheless, the new facility is an important one. 

The continuing growth of the State debt, however, gives cause for concern. 
The servicing of the debt represents a heavy budgetary charge already; and 


187 














the 1957 National Loan was borrowed at the highest rate ever offered by an 
Irish government. Moreover, the flow of State issues is prejudicing private 
borrowers. ‘The chairman of the Provincial Bank, Mr Brock, noted that 
during 1957 there were only two commercial issues, which together 
totalled less than half a million pounds. This process must soon be reversed. 
Any Irish government must be expected to follow a vigorous policy of capital 
investment, if only in an attempt to arrest the emigration which during 1957 
continued at an exceptionally high rate. The present government, which 
was returned to power in March with an unprecedented majority, will 
certainly do so. But the virtual monopoly of the capital market by the State 
means that the banking system is obliged to bear the full weight of industrial 
expansion. The Irish banks in practice discharge many tasks that elsewhere 
are performed by specialized agencies. 


Views on Free Trade Area 


In the field of general economic policy, the most pressing issue has been 
the proposed European Free Trade Area. In their speeches in January, 
most of the bank chairmen made reference to this issue. ‘Their attitude may 
be summed up in the words used by Mr Klingner: “.. . There are only two 
courses open to this country. Either to join the Area, or to live in isolation 
with a limited market for our agricultural exports and a small home market 
for our protected industries. ‘The latter is surely unthinkable”’. It was 
perhaps surprising and certainly encouraging to note that this view appeared 
to be generally held by the Irish public. Moreover, many industrial concerns 
welcome the prospect. It is undeniable that there are others that cannot 
face freer trade with any confidence. They hope devoutly that Ireland, 
together with other “‘ under-developed ”’ countries of Europe, will receive 
special terms in the initial stages. On the other hand, it can be argued that 
the shake-out imposed by the depression of industry in the last couple of 
years has done a great deal of good; and that there is little advantage in post- 
poning adjustments that are inevitable in the long run. The Irish decision 
must wait until the current negotiations are completed, and it is possible to 
see what treatment is to be accorded to agricultural products. In the last 
two years the export of agricultural and industrial goods to the Continent has 
increased; and it is notable that several banks refer to the increased activity 
of their foreign departments. 

One other banking event during the year should not go unrecorded. The 
Irish banks collaborated in publishing a quarterly review, The Irish Banking 
Review. The first issue appeared in November. A foreword defined its 
object as “the provision of accurate information and the stimulation of 
informed economic comment by publishing authoritative articles dealing 
with various aspects of Irish and world economic and social conditions ”. 
The Review will not confine itself to expressing the view of the banks on 
particular issues, and intends to cover a wide range of subjects. But it will 
make its biggest contribution by providing a forum for discussions of questions 
of banking and finance in Ireland itself. Such debate at present is all too 
scanty. 
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Lite Assurance Looks 


Ahead 


By T. H. PEACE 


S has become customary since the war, the life offices notched up 
another record of new sums assured in 1957. ‘The sample offices 
included in our table, accounting for about 95 per cent of total 
ordinary business, showed an increase of £131 millions on 1956, 

with total new sums assured of £1,310 millions. This compares with £252 
millions in 1938, which reflects a very considerable increase even after making 
allowance for the fall in the value of money. 

But inflation cannot be good for life assurance, whose contracts are 
expressed in money terms; and the intensification of public preoccupation 
with inflation in the first half of 1957 probably had its adverse influence on 
business. Another big cause of worry was the Labour Party’s scheme for 
State pensions. On the brighter side, business for the new class of retirement 
annuities for the self-employed made possible by the Finance Act of 1956 
got under way last year. ‘These policies do not carry a sum assured at death, 
so that they are not included in the figures overleaf. In the last few months 
of 1956, some 22,000 of these new policies were effected with a premium 
income of about £34 millions, and there is little doubt that considerably 
more business was written in 1957. 

The pace of expansion of new life business was a little faster in 1957 than 
in 1956—11 per cent up on the preceding year, compared with 9 per cent 
in 1956—but this was still well below the increases of 14 per cent and 16 per 
cent in 1955 and 1954. The past year’s achievement is very good in view of the 
special difficulties. Besides those mentioned above, the offices suffered the 
effects of the nationalization in 1956 of their life assurance business in India. 
The British offices writing business in India, with assets of some {19 
millions taken over, redirected their efforts with remarkable success; in 
most cases the ground lost has been recovered with something to spare. 

The Labour Party’s plans as set out in the booklet ‘‘ National Superannua- 
tion”’* do not, of course, constitute a threat of a direct take-over on Indian 
lines, but they would involve a drastic diminution in the scope of schemes 
run by the life offices, and probably impose fetters on them. ‘The offices 





*For a discussion of the wider implications of this and alternative State plans see 
“ Superannuation for All?’ by Michael Shanks in The Banker for September, 1957. 
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Alliance 

Atlas .. 

Beacon 

Britannic 

Caledonian .. 

Clerical, Medical and General 
Colonial Mutual (UK only) 
Commercial Union .. 
Confederation Life - K only) 
Co-operative 


Crusader 

Eagle Star 

Equitable 

Equity and Law ii 

Friends’ Provident and Century 
General Life. 

Gresham Life 

Guardian 

Law Union and Rock 

Legal and General .. 


Life Association of Scotland 
Liverpool & London & Globe 
Liverpool Victoria 

London Assurance .. 

London Life. . ; 

London and Manchester .. 
Manufacturers Life (UK only) 
Marine and General 

Mercantile and General Reinsurance 
Midland Employers. . e0 wa 


National and Colonial 

National Farmers 

National Mutual 

National Provident . . 

North British and Me rcantile 
Northern oo 
Norwich Union Life 

Pearl . : 

Phoenix ; ry 
Provident Association of London a 


Provident Mutual 
Prudential 

Refuge 

Royal 

Royal Exchange 
Royal London 
Scottish Amicable 
Scottish Equitabie 
Scottish Life. . 
Scottish Mutual 


Scottish Provident .. 
Scottish Union and Nation: al 
Scottish Widows = 
Standard 

Sun Life is 

United Kingdom Provident 
University Life 
Wesleyan and General 


Yorkshire 


* Excluding £2,140,000 in respect of a rewritten staff scheme. 





1956 
11,273 
9,477* 
13,329 
8,229 
4,287 
10,120 
14,996 
22,021 
5,500 
23,710 


5,000 


9,022 
5,195 


11,110 
7,823 
26,168 
54,465 
56,136 
10,480 
1,056 
4,426 
24,073 





1,178,834 
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NEW ORDINARY LIFE ASSURANCE: NET SUMS ASSURED 
(£000's) 


1957 
12,200 
9,800 
11,900 
7,884 
6,000 
10,450 
15,850 
24,140 
6,012 
30,050 


7,000 
62,000 
6,980 
19,829 
38,345 
10,882 
12,250 
25,006 
7,214 
143,286 


3,672 
13,351 
5,673 
10,044 
), 367 


10,750 
215,000 
17,700 
28,067 
10,942 
13,085 
14,100 
6,650 
10,350 
6,232 


11,628 
7,700 
26,250 
63,084 
60,807 
11,737 
1,356 
4,709 
25,800 





1,309,922 
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did not seriously enter the field of sponsored superannuation schemes until 
after the war; since then they have played a major rdéle in extending them 
through industry and the professions. In 1956, the premiums paid into 
schemes run by the life offices totalled £128 millions, an increase of 10 per 
cent over 1955; and the number of employees covered reached 2,701,000. 

Weighty arguments against the Socialist plans were given in a booklet 
published by the Life Offices Association and Associated Scottish Life 
Offices, and it seems probable that greater efforts from the offices acting 
together in the field of public relations may now be expected. The precedent 
was set by the joint advertising undertaken for the first time under the threat 
of the plans in 1950 to “ mutualize ”’ industrial life assurance. 

Even if there is some extension of State superannuation, the life assurance 
industry will, of course, still have a fruitful sphere of activity left to it. There 
will always be gaps in any State scheme which a well-designed private scheme 
can fill; but in the meantime there is bound to be a period of hesitation and 
frustration, as some employers may not like to commit themselves to schemes 
that may need adjustment through subsequent legislation. 

The Labour scheme has given special urgency to the question of transfer- 
ability of pension rights on a change of employment; if this can be generally 
granted in existing schemes, an important argument in the Labour case 
disappears. It has been pointed out that there is no inherent difficulty in 
arranging transferability in an insured scheme by means of pension rights 
accrued to date of leaving service being preserved as a “‘ paid-up ” pension 
until normal retirement age. Indeed, this is frequently arranged at present, 
in cases where the employer is willing to do so; but, as the law stands, it is 
customary to make such options at the discretion of the employer when the 
employee leaves of his own volition or is dismissed for “‘ fraud or mis- 
conduct’. If transferability of pension rights is felt to be desirable in the 
national interest, the Government could surely rule it as an indispensable 
condition of approval of a scheme by the Inland Revenue. 

The pension arrangements for the self-employed have offered a wide 
choice; and although professional bodies have powers under the Finance 
Act of 1956 to set up privately administered schemes, it is notable that none 
has taken advantage of this. Those who have arranged schemes, including the 
Law Society and the Institute of Chartered Accountants, have turned to life 
offices for backing. Offices cater for every type of benefit allowed by the 
1956 Act and for level and fluctuating premiums; present indications are 
that the bulk of the business is coming, not unnaturally, from the surtax 
payers. Some individual pensions business may be at the expense of endow- 
ment assurances, but there is room for both types of policies and it will be 
a long time before saturation point with the self-employed is reached. 

The past year has seen many reductions in “‘ non-profit ” rates of premium, 
made possible partly by the high yields on investments and partly by more 
favourable mortality factors, particularly at the later ages, where the up- 
to-date tables show significant improvements. For with-profits policyholders, 
bonus declarations have shown all-round increases and many offices are 
paying their highest rate ever. 
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AMERICAN REVIEW 








HE economic recession has gone 

notably further in recent weeks 

and news of a further sharp 
fall in production and a substantial in- 
crease in the number of unemployed 
has brought the economy to the fore- 
front of public concern. ‘The Federal 
Reserve Board’s index of production, 
seasonally adjusted, dropped another 
three points in January, to 133. ‘The fall 
in manufacturing activity since last 
August, when there was a brief rally to 
145, had thus already exceeded 8 per 
cent; the drop in the recession of 
1953-54 was 10 per cent. 

What really brought the recession 
home to the public was the dramatic 
rise in unemployment in January. ‘This 
was of no less than 1,120,000, which is 
about twice what is now regarded as 
the ‘‘ normal seasonal ’’ movement for 
the month. At 4,494,000, or only 
slightly less than 6 per cent of the 
civilian labour force, this was the highest 
total of unemployment since 1950 and 
the largest increase in any single month 
since surveys were begun in 1941. The 
total labour force has grown from abdut 
63 millions in 1950 to 66.7 millions 
to-day and in both 1949-50 and 1953254 
the percentage of unemployed rose above 
6 per cent for a few months. 

The natural reaction to these indica- 
tors was a series of clarion cails put 
through to Washington for “ Action 
this day’’. ‘The unions, through the 
American Federation of Labour and 
the Congress of Industrial Organiza- 
tions, were urged to press for “ high 
wages and increased purchasing power 
as a cure for recession-born unemploy- 
ment ’’, and for “‘a vast expansion in 


Federal spending on defence, foreign aid 
and other measures to stimulate the 
economy ’’. 


The Democratic Opposi- 
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tion was no less eager to loosen the 
public purse-strings. With its economic 
instincts sharpened by the fact that mid- 
term elections are now well on the 
horizon, the party’s Advisory Council 
detected a “ defeatist doctrine’ in 
Washington fully reminiscent of the 
worst days of the Hoover regime. ‘The 
Democrats call for ‘“‘ vast spending 
programmes ’’ in slum clearance and 
other construction, higher unemploy- 
ment benefits, “‘ realistic’’ (higher) 
farm price supports, and for tax re- 
ductions. 


Fed Moves Slowly 


The Administration has also under- 
gone some fairly rough handling from 
Congressional studies and from econo- 
mists and business observers on a wide 
front. ‘The Joint Congressional Eco- 
nomic Committee favoured tax reduc- 
tions—but with the proviso that they 
should be made only if monetary policy 
proved clearly “‘ inadequate ’’, and with 
a warning against “‘ premature ’’ action. 
Economists such as Mr Herbert Stein 
(Committee for Economic Develop- 
ment) and Professor Galbraith looked 
for “‘ substantially easier credit policy ” 
and tax reductions. 

In the third week of February, the 
Federal Reserve made the long-awaited 
cut in reserve requirements of member 
banks—by 4 per cent “ across the 
board ’’, bringing the new requirements 
to 19} per cent for New York and 
Chicago, 174 per cent for other reserve 
city banks and 114 per cent for country 
banks. This disappointed many expect- 
ations. Earlier, Mr McChesney Martin, 
chairman of the Federal Reserve Board, 
had conceded to Congressmen that the 
dip in plant and equipment expenditures 
might make the present recession a much 














more troublesome period than the two 
earlier post-war setbacks. Altogether, 
however, Mr Martin’s evidence was 
much less sombre than many headlines 
on this side suggested and he was at 
some pains to stress “factors of 
strength ”’ 

Generally, the Administration’s reply 
to its critics has been to stand fast on its 
earlier diagnosis of the present recession 
and to assert that “‘ the turn”’ is not 
now far away. It has agreed to help 
forward a ‘“‘ Post Office moderniza- 
tion’? programme, estimated to cover 
about $2,000 millions (but over 3-5 
years); but it has made no specific state- 
ment on tax reductions, or spending, 


nor does it seem to have exerted 
pressure on the Federal Reserve autho- 
rities for more dramatic action. The 
further sharp fall in the Treasury bill 
rate (see page 134) has brought it a full 
1 per cent below re-discount rates. 
The Administration still believed last 
month that no more than a minimum of 
stimulation is needed—and for no more 
than a short term. But those who ex- 
pressed most disappointment with the 
declaration of confidence by President 
Eisenhower on February 12 could take 
no exception to his summing-up: “ If 
other measures are needed, I assure you 
they will be proposed—in time’. That 
timing may now be severely tested. 


American Economic Indicators 


Production and Business: 


Industrial production (1947-49 = 100) 
Gross private investment (billion $) 
New plant and equipment (billion $) 
Construction (billion $) “4 
Housing starts (000 units) 

Business sales (billion $) . 

Business stocks (billion $) 
Merchandise exports (million $). 
Merchandise imports (million $). 


Employment and Wages: 


Non-farm employment (million) . . 
Unemployment (000s) - 
Unemployment as % labour force 
Hourly earnings (mfg) ($) 
Weekly earnings (mfg) ($) 


Prices: 


Moody commodity (1931=100) .. 


Farm products (1947-49 = 100) 
Industrial (1947-49 = 100) . 
Consumers’ index (1947-49 = 100) 


Credit and Finance: 


Bank loans (billion $) 

Bank investments (billion $) 

Bank loans (partial) (billion $) 
Consumer credit (billion $) 

Treasury bill rate (°%) 

US Govt Bonds rate pie 

Money supply (billion 4 g). 

Federal cash budget (+- or = (mill $) 


Notes.—Latest figures are preliminary or 
estimated. Yearly figures are given for 
private investment and equipment for 
1954-57 and then quarterly figures at annual 
rates. Construction figures show monthly 


averages 1954-57. Business sales and stocks, 
money supply, bank loans and consumer 





193 


1958 
1954 ne 


Jan 


125 139 143 143 133 


48.4 60.6 65.9 64.4 — 
26.8 28.7 35.3 77.0 8.3 
39.6 44.6 46.1 47.3 48.5 
101.7 110.7 93.2 86.7 69.0 
47.4 52.3 54.8 56.3 — 
75.5 81.7 89.1 90.8 — 
1,259 1,296 1,590 — _ 
851 949 1,051 = —- 
48.4 50.1 51.9 52.5 51.7 
3,578 2,904 2,822 2,936 4,494 
5.6 4.4 4.2 4.3 6.7 
1.81 1.88 1.98 2.07 2.10 
71.86 76.52 79.99 82.39 81.27 
High 441 418 442 442 393 
Low 402 390 402 382 . 
95.6 89.6 88.4 90.9 93.6 
114.5 117.0 112.2 125.6 126.0 
114.8 114.5 116.2 120.2 _— 
70.6 82.6 90.3 94.3 — 
85.3 78.3 74.8 75.6 — 
22.4 26.7 31.3 a2.2 30.6 
32.3 38.7 42.0 44.8 — 
0.95 1.75 2.66 3.27 2.60 
2.353 2.84 3.08 3.47 3.24 
209.7 216.6 222.0 226.3 — 
-1,072 -740 +5,524 + 1,193 = 


credit show amounts outstanding at the end 
of the period. Moody’s commodity index 
shows high and low 1954-57, and end- 
month levels. Weekly bank loans are derived 
from partial returns only. Budget figures 
are cash totals. Quarterly figures are shown 
in the middle month. 











with the East 


From Cyprus and the Lebanon to Japan, 
THE CHARTERED BANK 
and its wholly-owned subsidiary, The Eastern 
Bank Limited, link East and West through a 

system of one hundred branches extending to most 
centres of commercial importance in the Middle East, 
South and South-East Asia and the Far East. 
Those branches provide complete and up-to-date 
banking services, sustained by wide knowledge and 
long experience of Eastern trade, finance and 
















industry. In particular an effective credit 
information service and skilled assistance 







and advice are available to merchants 






and manufacturers seeking new 





business connections in 
Asian markets. 





CHARTERED BANK 


(Incorporated by Royal Charter 1853) 
HEAD OFFICE: 38 BISHOPSGATE, LONDON, E.C.2 


Branches in the United Kingdom at Manchester and Liverpool. Agencies at New York and Hamburg 


THE EASTERN BANK LIMITED 


Head Office: 2 and 3 Crosby Square, London, E.C.3 
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REVIEW 








ARGENTINA 


Free the Peso?—The Government is 
believed to be considering the abolition 
of the present structure of multiple 
currency rates in favour of a single free 
market rate for the peso. 


Bank Strike—Business activity has been 
seriously disrupted by a prolonged strike 
of bank employees. 


AUSTRALIA 


Countering Unemployment — ‘The 
growth of unemployment has caused 
concern in recent weeks. As an initial 
measure of relief the Federal Govern- 
ment has made additional grants of 
{A8 millions for public works and 
housing to the States Governments. But 
it has refused to respond to the sug- 
gestion that the States’ borrowing pro- 
gramme, which at present sets a limit 
of £A200 millions a year on public works 
and housing outlays by the States 
Governments, should be re-drafted. 


No Panic Measures—The Minister of 
Labour has pointed out that the Federal 
Government is considering measures to 
check the deflationary trend, but has 
emphasized that the authorities do not 
intend to be stampeded into action on a 
scale that would destroy the hard-won 
stability recently achieved in the Aus- 
tralian economy. 


AUSTRIA 


Success in 1957—The latest report of 
the Austrian Institute for Economic 
Research shows that the rate of business 
expansion in the country increased during 
1957 at a time of a slowing down in 
Europe generally. The national income 
in real terms is estimated to have in- 
creased by 5.7 per cent last year, com- 





pared with 3.9 per cent in 1956. Changes 
in business conditions abroad affect 
Austrian exports only after a considerable 
lapse of time. Another factor is believed 
to have been the favourable effect on the 
economy of the establishment of a joint 
prices and wages commission by the 
employers’ organizations and the trade 
unions. 


BELGIUM 


Treasury Repays Bank—The Govern- 
ment’s offer of a new 53 per cent loan is 
reported to have brought in some Frs 
7,500 millions, including about Frs 
4,500 millions of new money. This has 
made it possible for the ‘Treasury to 
repay the balance of its excess overdraft 
with the central bank. 





MR H. L. ENMAN 
Chairman, Bank of Nova Scotia 














BRAZIL 


Two Dollar Loans—The World Bank 
has granted a loan of $13.4 millions to 
finance the development of electric power 
in the State of Sao Paulo. The loan will 
cover the foreign exchange cost of pro- 
jects involving a total expenditure of 
some $48 millions; it will be repayable 
over 20 years and will bear interest at 
52 per cent. ‘The US Export-Import 
Bank has made a loan of $2.1 millions 
to the Brazilian airline for financing the 
purchase of American aircraft. 


No Exchange Reform — President 
Kubitschek has stated that exchange re- 
form would not solve the problem of 
over-production of coffee; and he has 
given an assurance that no changes in the 
present exchange system are contem- 
plated. He said that steps to deal with 
the threat of over-production had been 
taken in the signing of the Mexico Cicy 
Agreement and in the creation of the 
international coffee organization. 


CANADA 


Elections This Month—Mr Diefen- 
baker announced at the beginning of 
February that Parliament was to be dis- 
solved and a new general election held 
at the end of March. He explained that 
the position of his Progressive Con- 
servative administration as a minority 
government had become “ intolerable ”’ 
Though Mr _— Dhiefenbaker’s party 
emerged from the election held in the 
spring of 1957 with the largest number of 
seats, it failed to obtain a majority over 
all other parties. 

Combating Unemployment — The 
Government has taken first steps to put 
into operation a plan for combating the 
increase in unemployment through in- 
creased public investment, which may 
eventually entail expenditure of as much 





as $250 millions. ‘The Canadian Cham- 
ber of Commerce has urged the Federal 
Government to relax credit restrictions 
and reduce taxes to improve business and 
investment psychology. 


CENTRAL AFRICAN 
FEDERATION 


Exchange Drain—The balance of ex- 
ternal payments has been badly hit by 
the slump in the world price of copper. 
During the last quarter of 1957, foreign 
currency reserves dropped nearly one- 
quarter, by £30 millions, to reach £100 
millions. 


No Import Controls Yet—In an effort 
to halt this drain through the curtailment 
of import spending, the Federal Govern- 
ment has requested the banking system 
to reduce the level of bill finance and 
overdrafts significantly during the next 
few months and has tightened controls on 
hire purchase. It has been explained that 
the level of external resources is not low 
enough to warrant the re-imposition of 
war-time controls on the physical volume 
of imports. 


CEYLON 


Soviet Loans—lIt has been stated that 
the agreement reached in recent negotia- 
tions with the Russian authorities pro- 
vides for Soviet economic and technical 
assistance to Ceylon of the value of 
Rs 100 millions, mainly in loans bearing 
interest at 2} per cent and repayable 
over a period of 12 years. Much of 
the money is to be spent on irrigation 
schemes and on the creation of factories 
for manufacturing tyres and textiles and 
for refining sugar. 


CHINA 


Quality and Socialism—The Ministry 


of Light Industry has complained of 3 a 
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serious decline in che quality of con- 
sumer goods; it points out that 20 per 
cent of 430 products sampled in the four 
cities of Shanghai, Tientsin, Shenyang 
and Peking showed a marked deteriora- 
tion. The trouble, which is stated to have 
already affected markets and caused 
great losses to the State and the con- 
sumer, has been blamed on “ the socialist 
weakness of concentrating upon the 
quantity of production at the expense of 
quality ”’. 


DENMARK 


Payments Improve—-A marked turn 
for the better in external payments was 
experienced during the closing months 
of 1957, and at the close of the year 
official gold and foreign exchange hold- 
ings exceeded short-term commitments 
by Kr 106 millions. At end-1956 there 
had been a debit balance of Kr 232 
millions. The improvement is believed 
to be attributable mainly to the fall in 
the prices of imported raw materials. 


EGYPT 


United Arab Republic—An agreement 
has been concluded with Syria for the 
creation by the two countries of a United 
Arab Republic which other Arab coun- 
tries are to be invited to join. It has 
been explained that, as a result of the 
agreement, the political union of the two 
countries is to be carried through as 
quickly as possible. Economic union, 
however, is to take place gradually over 
a period of years because the economic 
circumstances of the two countries are 
at present very different. 


State’s Acquisitions—A review of the 
work of the Economic Development 
Organization by its chairman, Mr Hassan 
Ibrahim, states that the organization has 
put an end to monopolies and economic 
imperialism. As a result of its invest- 
ments, it now has substantial control of 
48 large industrial and commercial con- 
cerns, many of which were formerly 
French or British. 


Suez Compensation—T alks with the 
United Kingdom authorities aimed at 
resolving outstanding financial issues 


between the two countries were resumed 
early in February. The authorities have 
announced that they are ready to discuss 
Outstanding questions with representa- 
tives of the shareholders of the Suez 
Canal Company at talks in which the 
World Bank will participate. 
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FRANCE 


The New Credits—Dollar credits worth 
a total of $655 millions were secured last 


month. Details are given on pages 
145-6. 
Reserves Rise—The reserves rose 


during January and the Finance Minister, 
M. Pflimlin, has stated that, barring un- 
foreseen circumstances, France should be 
able to fulfil its obligation to free 60 per 
cent of its OEEC trade by June. By the 
end of 1958 it ought to be able to cover 
95 per cent of the cost of imports with 
exports. 

Aid to Exporters—New concessions 
have been granted to exporting concerns 
in the hope of stimulating sales abroad. 
They include partial relief from turnover 
taxes, bigger depreciation allowances and 
improved credit facilities. ‘To accom- 
modate wider export credit facilities 
within the official programme of tight 
money, steps are being taken to restrict 
internal credits. 


GERMANY 


Budget Reliefs—The Government has 
made _ substantial concessions in_ its 
Budget for 1958-59. ‘These are discussed 
on page 147. 


GERMANY (EASTERN) 


Tourist Exchange Rate—A _ special 
exchange rate has been conceded for 
non-trade transactions. In future 4.19 
East German marks will be paid for each 
US dollar converted for tourist and 
similar purposes, compared with 2.22 
marks per dollar for other operations. 


GHANA 


Investing £ Balances—The Finance 
Minister, Mr Gbedemah, has stated that 
Ghana has no intention of converting its 
sterling balances totalling some £160 
millions into non-sterling currencies. 
The country would, however, shortly set 
up a permanent committee of UK 
financial experts to advise it on the in- 
vestment of these funds, to see that 
** losses on assets in Britain arising from 
changes in the UK Bank rate and fluctua- 
tions in stock market prices’’ did not 
occur again. Hitherto the investment of 
Ghana’s sterling balances has been under 
the control of the Crown Agents and 
other bodies. ‘The “ losses” of which 
Ghana has complained have arisen from 
the fall in the market values of longer- 











dated gilt-edged stocks in which part of 
these funds have been invested. 


Credit from Israel?—A delegation has 
visited the country from Israel to discuss 
a credit of $20 millions which Israel has 
indicated it is willing to grant for the 
purchase of Israeli materials and equip- 
ment for use in supporting capital 
development in Ghana. 


INDIA 


Credit from Japan-—An economic agree- 
ment concluded with Japan provides for 
the granting of credits worth £18 millions 
sterling to India for the purchase of 
Japanese capital goods. Under an eco- 
nomic and technical co-operation agree- 
ment reached with France, the French 
authorities have undertaken to facilitate 
the manufacture and delivery by French 
suppliers over the next twelve months of 
capital goods valued at Frs 25,000 
millions. The agreement makes no men- 
tion of credit facilities. 


Britain Prepays— The United Kingdom 
authorities have agreed to release {£16 
millions of sterling to India in pre- 
payment of four annual instalments due 
to India under the arrangement to repay 





£40 millions over a ten-year period. The 
payments arise from the fact that India’s 
transfer to Britain of £168 millions under 
a 1948 agreement to meet Indian pension 
obligations was found to be larger than 
was needed for this purpose. 


Import Priorities—The Minister of 
Commerce, Mr M. R. Desai, has stated 
that there is no possibility of any 
liberalization of imports either of raw 
materials or of consumer goods during 
the April-September licensing period. 
The Minister added that the import of 
capital goods would have to be given a 
lower priority than the import of raw 
materials, since it was undesirable to aim 
at expanding capacity if the utmost were 
not being got out of existing installed 
capacity. He emphasized the imporvance 
of foreign participation as a method of 
financing new projects, pointing out that 
in present circumstances India had to 
limit commitments to provide exchange 
due under deferred payments arrange- 
ments. 


Exchange Drain Slackens—The drain 
on reserves continues, though at a slower 
pace than during most of 1957, the 
weekly rate of outflow having been about 
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Rs 29 millions in January, compared with 
about Rs 70 millions over the first nine 
months of last year. 


IRAN 


Development Corporation — At the 
invitation of the Seven-Year Develop- 
ment Plan organization, Lazard Fréres, 
of New York, and the Chase International 
Investment Corporation, a subsidiary of 
the Chase Manhattan Bank, have sent a 
joint mission to the country to establish 
a financial institution to promote in- 
dustrial development through private 
enterprise. “The World Bank is par- 
ticipating in the investigation with a view 
to providing additional backing for the 
proposed new body. 


Franco-Iranian Bank—A group of 
French banks including the Crédit 
Lyonnais has been conducting negotia- 
tions in ‘Teheran on a plan to establish 
a joint Franco-Iranian Bank. ‘The bank 
would aid certain industrial development 
schemes by advancing purchasing credits, 
and encourage trade between the two 
countries. 


Italian Chamber of Commerce— 
Arrangements are being made to establish 
an Italian Chamber of Commerce in 
Teheran to facilitate the implementation 
of plans for increased Italian investment 
in the country. 


IRAQ 


Arab Federation—King Feisal has 
concluded an agreement with King 
Hussein of Jordan, his cousin, under 
which the two countries will be united in 
an Arab federation. King Feisal will be 
the head of the new union, but both the 
two monarchs will retain their present 
titles in their own territories. The agree- 
ment provides for the establishment of 
a single currency and a joint economic 
and financial policy, as well as for common 
defence and foreign policies and for 
ajoint Parliament. Iraq has a population 
of some 5 millions and Jordan 1} millions. 
Economically, Iraq is by far the richer 
of the two states and the union should in 
this field be extremely beneficial to 
Jordan. 


ITALY 


Currency Dealings Freed—An official 
decree published early in February frees 
completely imports of Italian and foreign 
banknotes and raises the limit on the 
export of Italian banknotes by residents 







































and non-residents from 30,000 to 50,000 
lire per head. It also liberalizes the 
import and export of coins, shares and 
debentures. 


MALAYA 


Trade Surplus Falls—The country’s 
surplus in visible trade transactions fell 
by more than a quarter in 1957 to M $373 
millions. Imports were 3 per cent higher 
at M$1,808 millions, while the value of 
exports showed a drop of 3} per cent, 
to M $2,181 millions. 


NETHERLANDS 


Bank Rate Cut—The Bank rate was 
reduced by $ per cent in the last week of 
January from the level of 5 per cent to 
which it was raised in August, 1957, 
when the guilder was under strong 
speculative pressure. In a survey of the 
country’s economic position, the Finance 
Minister, Mr Hofstra, has pointed out 
that the exchange continues to improve in 
response to the improvement in the 
balance of payments. The Treasury is 
no longer in acute financial difficulties 
and there is everv likelihood that interest 
rates will decline further. Mr Hofstra 
was not unduly concerned about the 
growth of unemployment and could not 
warrant the restoration of the investment 
rebate for the purpose of stimulating 
business activity. 


NEW ZEALAND 


Advances Request—The Minister of 
Finance, Mr Nordmeyer, has asked the 
trading banks to reduce total advances 
from their present level of £172 millions 
to £156 millions before the end of June, 
restoring them to the level of June, 1957. 
He has asked the banks to give preference 
to loans for essential services and for the 
financing of export transactions. 


NORWAY 


Warning on Reserves—The chairman 
of the Bank of Norway, Mr Eric Brofoss, 
has pointed out that a considerable de- 
terioration in the country’s external pay- 
ments in 1958 is very probable. Present 
indications are that foreign exchange 
earnings from shipping freights will be 
some Kr 500 millions smaller than in 
1957, whereas expenditure on the im- 
portation of new ships will increase by 
some Kr 400 millions. As an increase in 
borrowing abroad is not likely, the 
reserves may come under pressure. Mr 
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Brofoss argued, however, that, as the 
prospective deterioration would stem 
mainly from trends in the shipping sector, 
it would not be sensible to try to combat 
any run-down in reserves by policies 
aimed at restricting domestic production 
or employment. It would also be in- 
advisable to tackle it by tightening import 
restrictions. 

Three-Year Wage Pact—A three-year 
agreement on the control of wages and 
working hours has been concluded be- 
tween representatives of industrial con- 
cerns and trade unions. It is thought 
that, if the agreement receives the support 
of individual employers and unions, it 
will assure the maintenance of industrial 
peace until 1961. 


PAKISTAN 


Curb on Advances—The State Bank 
has stipulated that, in future, advances 
by commercial banks against the shares 
of joint stock companies may not exceed 
40 per cent of the market value of the 
security. All outstanding advances in 
excess of those limits must be trimmed 
back accordingly. ‘The order is intended 
to check speculation in the stock markets 








and to ensure that bank credit is chan- 
nelled as far as possible into essential 
development. 


POLAND 


Further US Aid—Arrangements for 
further American aid to Poland have 
been under discussion between United 
States and Polish officials in Washington. 
Last year Poland was granted American 
economic assistance to the value of $95 
millions. It is expected that help of a 
similar order will be granted this year, 
again largely in the form of American 
surplus commodities and a credit with 
the Export-Import Bank for the finance 
of capital goods. 


VIETNAM 


Piastre: Franc Exchange — The 
Government has issued a decree fixing 
the official exchange rate for the Viet- 
nam piastre against French francs at 
one to twelve, compared with one to ten 
previously. ‘The sterling and US dollar 
rates, however, remain unchanged at 98 
piastres to the pound and 35 piastres to 
the dollar. 
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A solid and dependable investment having one of 
the widest diversifications of interests obtain- 
able. The fund comprises first-class securities 
of Scottish Banks, Insurance Companies and 
Scottish Investment Trust Companies. 


‘SCOTBITS’ 


(Scottish Bank Insurance 
& Investment Trust Units) 


An investment in ‘ Scotbits’ ss an investment in the more progressive 
elements of the economy of the English-speaking world. 


AN EXAMPLE OF DIVIDENDS AND CAPITAL APPRECIATION 
OV2ZR TEN YEARS 

Gross Dividend | 1947.8: lSs. 4d. 

per 100 units {1957 8 : £2 15s. 5d. 

Offer price 21st February 11s. 7d. 


Units may be bought from the Man ‘gers by any recognised Bank. Brokerage 
at two-thirds of the minimum Stock Exch nge rate is inc uded in the offer 
price and will be paid on any orders be iring the Bank’s stamp. 


THE MANAGERS 


Offer price ten years | 1948: 5s. 2d. 
ago and today { 1958 : 11s. 74d. 
Commencing gross yield £5 Os. 2d.% 


(who will be pleased to forward tull particulars) 
Scottish Bank Insurance & Trust Shares 
LIMITED 


5, St. Andrew Square, Edinburgh 2. London Offices : 30, Cornhill, London, E.C.3. 
THE TRUSTEES: THE ROYAL BANK OF SCOTLAND 
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Barclays Bank — Lieut.-Colonel Lord 
Dudley G. Gordon has retired from the 
board. London—Clerkenwell: Mr R. T. 
Morgan, from Malden Rd, to be manager; 
Finsbury Pavement: Mr C. E. QO. Miuillett, 
from Lombard St, to be manager on retire- 
ment of Mr F. H. Ellingham; Holborn: Mr 
W. D. Lang, from High St, Watford, to be 
manager on retirement of Mr L. J. G. 
Martin. Acle: Mr F. Calver to be manager. 
Blackwood: Mr H. E. Hughes, from Cardiff 
Docks, to be manager on retirement of Mr 
5S. T. Evans. Bridgend and Ogmore Vale: 
Mr S. A. Bayliss, from Maindee, to be 
manager on retirement of Mr J. E. Rees. 
Bristol, Black Boy Hill: Mr F. L. Harrison 
to be manager on retirement of Mr L. W. 
Evans. Chipping Sodbury: Mr C. T. James, 
from Miulsom St, Bath, to be manager. 
Huntingdon: Mr J. B. Wright, from New- 
market, to be manager on retirement of 
Mr H. C. Cox. Leatherhead: Mr E. G. Gray 
to be manager on retirement of Mr E. 
Perkins. Leeds—Albion St.: Mr H. M. Hill, 
from Vicar ILane, to be manager. 
Canadian Bank of Commerce— Mr C. k. 
Highmoor to be assistant general manager. 
Coutts & Co—Sir Kenneth O. Peppiatt, 
a former chief cashier at the Bank of England, 
who last year retired from the Bank Court, 
has been elected a director of Coutts & Co. 
District Bank-——Atherton: Mr F. Turner to 
be manager. Clevelevs: Mr D. Neild to be 
accountant. 
Lloyds Bank—Head Office—Advance Dept: 
Mr J. L. Smith, from Colmore Row, Bir- 
mingham, to be a controller; Chief Inspector’s 
Dept: Mr A. M. C. Campbell, from Willes- 
den Green, Mr E. W. Gobey, from Luton, 
Mr R. A. Hudson, from Harrow, and Mr 
H. M. Sergant, from Moorgate, to be 
inspectors; Staff Dept: Mr B. L. Smailes 
to be a staff controller (London). Mr C. J. 
Horlock to be staff controller (South-West) 
on retirement of Mr E. G. Pullin. Dzust 
Office, Devon and Cornwall: Mr H. Rees- 
Mathews, from Shrewsbury, to be district 
manager’s assistant. Accrington: Mr R. 
Lloyd, from Overseas Dept, Manchester, to 
be manager. Blackpool: Mr G. M. Spencer, 
trom Brighouse, to be manager on retirement 
of Mr R. T. Lewis. Boscombe: Mr R. J. 
Toop, from Sidmouth, to be manager on 
retirement of Mr H. H. J. Ward. 

ins Bank—North-Eastern Dist: Mr 
L.. J. Walton to be North-Eastern District 
general manager as from April 1 next. 
Bramhall: Mr E. S. Doughty, from All 
Saints Branch, to be manager. Manchester— 
Oldham St: Mr W. E. Letham, from St. 
Ann’s Sq, to be sub-manager. 
Midland Bank—Head Office: Mr H. W. 
Sharp to be assistant controller of ad- 
ministration; Mr F. T. Taylor, from Over- 
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seas Branch, to be assistant chief accountant 
in succession to Mr H. W. Sharp; Mr 
B. W. V. Tytherleigh, from Coleman St 
and Moorgate Branch, to be a superintendent 
of branches in succession to Mr J. Pryor; 
Mr E. R. Hunt to be manager of Machines 
Dept in succession to Mr A. M. MacGregor. 
London—Forest Gate: Mr A. E. Rose, from 
Chancery Lane, to be manager in suc- 
cession to Mr K. M. Aedy; Walthamstow: 
Mr K. M. Aedy, from Forest Gate, to be 
manager on retirement of Mr W. G. Usher- 
wood. Ashby-de-la-Zouch: Mr E. W. 
Tregear, from Heanor, to be manager on 
retirement of Mr R. H. Read. Bentham: 
Mr M. D. Mallaband, from Wetherby, to 
be manager in succession to Mr N. Atkinson. 
Beverley: Mr N. Atkinson, from Bentham, 
to be manager in succession to Mr E. 
Spencer. Birmingham—Balsall Heath: Mr 
I.. M. Grove, from Walsall, to be manager 
in succession to Mr D. Reid; Sparkhill: Mr 
P. H. Tinsley, from Redditch, to be manager 
on retirement of Mr G. H. Edkins. Cannock: 
Mr C. E. ‘Tooby, from Corporation St, 
Birmingham, to be manager in succession to 
Mr S. 'T. Carter. Corwen: Mr I. Vaughan, 
from Meifod, to be manager in succession to 
Mr E. R. Williams. 

National Provincial Bank—Registrar’s 
Dept: Mr W. R. Ware to be registrar on 
retirement of Mr J. D. M. Campbell. 
Trustee Branch, Croydon: Mr G. M. Powell, 
from Birmingham, to be manager. Trustee 
Branch, Reading: Mr 'T. D. Griffiths, from 
Leeds, to be manager. Overseas Branch: 
Mr J. E. Frazer to be an assistant manager 
on retirement of Mr P. F. Miller. Bedford 
Row: Mr T. A. Whight, from City Office, 
to be manager on retirement of Mr J. C. 
Wood. Brentwood: Mr M. W. H. Bray, 
from Folkestone, to be manager on retire- 
ment of Mr C. A. Avis. Chatham: Mr F. L. 
Wright to be manager. Kingston-on-Thames : 
Mr G. R. Rugg, from Chatham, to be man- 
ager on retirement of Mr C. G. Hasemore. 
Toronto-Dominion Bank—Head Office: 
Mr J. Denison, also head of foreign dept, 
to be an assistant general manager. 
Westminster Bank——Head Office: Mr C. D. 
Catley, from Cavendish Sq, to be an 
inspector of branches; Mr H. E. Norris, 
from Kilburn, to be an inspector of branches. 
London—Berkeley Sq: Mr N. Appleton, 
from Bayswater, to be manager; Chancery 
Lane and Holborn: Mr W. R. Handsaker, 
from Fleet St, to be assistant manager; 
Finsbury Park: Mr W. J. Falkner, from 
Kingsland, to be manager on retirement of 
Mr E. C. G. M. Newton; Lombard St: 
Mr C. A. Burgess, from Securities Dept, 
to be principal on retirement of Mr K. S. 
Phillips; Piccadilly Circus: Mr C. D. Collins, 


from Berkeley Sq, to be manager. 














BANKING STATISTICS 


Trend of * Risk’’ Assets 


(£, millions, except for italicized figures, which show percentage of gross deposits) 








Change 
-- 1957 1958 on latest 
Jan Nov Dec Jan month 
Barclays: 
Advances 364.1 383.9 vy Pe 376.0 7 
yt 25.9 26.7 25.0 Z5.3 
Investments 479.2 500.2 497.2 497 .3 0.1 
y 4 34.1 34.4 32.9 33.7 
Lloyds: 
Advances 346.9 340.3 341.5 340.9 0.6 
yf 29.5 27.7 27.1 28.1 
Investments 371.8 357.5 372.3 385.5 13.2 
o 31.5 29.8 29.5 34.7 
Midland: 
Advances 399.5 391.8 398 .1 393.2 — 4.9 
yA 27.9 27.9 26.4 27.1 
Investments 421.6 453.4 453.4 453.6 0.2 
y 4 - 29.4 30.7 30.0 31.3 
National Provincial: 
Advances 240.6 249.0 240.1 238.5 1.6 
0 30.8 32.6 28.9 29.5 
Investments 221.1 220.3 220.1 227.1 7.0 
y o 28.4 28.9 26.4 28.1 
Westminster: 
Advances 248 .6 240.3 248.4 242.3 6.1 
y A 29.4 28.5 27.9 28.0 
Investments 242.4 253.1 253.2 263.2 10.0 
yA 28.7 30.1 28.35 30.4 
District: 
Advances 66.6 63.5 67.8 65.4 2.4 
A 27.8 26.35 26.7 26.5 
Investments 72.8 76.4 76.4 76.2 ().2 
» fl 30.4 31.8 30.1 30.9 
Martins: 
Advances 85.0 92.5 91.9 90.6 — 1.3 
yA 26.8 29.4 by 28.5 
Investments 89.1 89.3 89.4 89.8 0.4 
y 4 - sa 28 . 3 28.3 26.7 28.2 
Eleven Clearing Banks: 
Advances ny 1,864.0 ,874.1 1,881.0 1,858.9 - 22.1 
, 4 28.5 28 .8 27.1 27.7 
Investments 1,992.2 2,037.3 2,048.7 2,082.4 33.7 
y 4 36.5 - 7 Jt. 28.9 31.0 
Trend of Bank Liquidity* 
1955 1956 1957 
Mar Dec Mar No: Dec Jan Mar June Nov Dec 
7 % % Ye 7a 7a % % % % 
Barclays .. 28.8 37.9 34.5 36.2 %6.3 36.5 31.8 31.7 35.7 37.7 
Lloyds .. 31.1 34.4 32.3 34.2 34.4 33.2 29.7 32.9 37.6 37.3 
Midland .. 30.1 38.2 31.8 35.0 41.3 39.5 34.1 33.8 36.6 39.0 
National Prov 30.7 38.7 31.3 35.0 37.2 37.8 31.1 34.0 36.0 39.5 
Westminster... 29.7 36.3 33.1 34.3 37.6 37.9 34.3 33.0 38.8 39.0 
District .. 31.5 39.9 37.2 39.3 35.7 38.0 35.7 37.5 39.0 39.2 
Martins .. 28.5 39.8 33.3 35.1 42.1 40.9 36.7 37.5 38.4 41.0 
All Clearing ; 
Banks .. 29.9 37.4 33.1 35.0 37.4 37.4 32.6 33.4 36.9 384 


* Cash, call money and bills shown as percentage of gross deposits. 
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Averages 
of Months: 


1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
) 1929 
1930 


1931 
1932 
1933 
1934 
1935 
1936 
1936 
1937 
1938 


1939 
1940 
1941 
1942 
1943 
1944 
1945 


1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1951: 
Oct 


1956: 
Dec 

1957: 
Jan 
Nov 
Dec 

1958: 


Jan 








Nov 


Net 


Deposits 


{mn 
1,759 
1,727 
1,628 
1,618 
1,610 
1,615 
1,661 
1,711 
1,745 
1,751 
1,715 
1,748 
1,909 
1,834 


6, 39) 


Ways and Means Advances: 
Bank of England 
Public Departments 
Treasury Bills: 
Tender . 


Tap 


£mn 


560 
611 
668 
576 
623 
692 
713 
683 
672 


648 
785 
676 
7i2 
723 
788 
886 


1,280 
1,646 
1,703 
1,920 
2,345 
2,308 
2,097 
2,201 
2,190 
2,098 
2,218 


2,256 


2,423 
1,981 


2,492 
2,447 
2,404 
2,664 


2.563 


— 


38 
37 
35 
33 


37 
36. 


ou 


Ww 


4 


9 


38.5 


37. 


S 


TDRs 


1,002 


1,811 
1,492 
1,308 
1,284 


430 
247 


= 


Floating Debt 

Feb 22, 
1957 
{mn 


193. 


2,900. 
1, 298. 


~-~ee —e - 


4.391. 


S 


0 
I 


9 
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Jan 31, 
1958 
{mn 


179.1 


3,220.0 


1,768.6 


- ee ee 


5,167.7 


Banking Trends since World War I* 
Liquid 
Assets 


Invest- 


ments 
{mn 
325 
391 
356 
341 
286 
265 
254 
254 
257 
258 
301 
348 
537 
560 
615 
614 
643 
652 
637 
608 
666 
894 
1,069 
1,147 
1,165 
1,156 


1,345 
1,474 
1,479 
1,505 
1,505 
1,624 
1,983 
2,163 
2,321 
2,149 
1,978 
2,008 


1,555 
2,033 


1,980 
1.992 
2,037 
2,049 


2,082 


Feb 7, 


1958 
{mn 


157.6 


3,160.0 
1,746.9 


5,064.5 


Advances 


{mn 
833 
750 
761 
808 
856 
892 
928 
948 
991 
963 
919 
844 
759 
753 
769 
839 
865 
954 
976 


991 
955 
858 
797 
747 
750 
768 
888 
1,107 
1,320 
1 


1,603 
1,822 
1,838 
1,731 
1,804 
2,019 
1,897 
1,952 


1,897 
1,925 


1,913 


1,864 
1,874 
1,881 


1,859 


Feb 14, 
1958 
£mn 

cca 
206.5 


3,120.0 
1,403.1 


a ee 


4 730.9 


’ 





Combined 
Ratiot 
O/ 


oO 
64 
64 
67 
69 
69 


39. 


60. 


56.7 


58. 


Keb 21, 


6 


» 
0 


5 


0 
| 
7 


7 


* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 
t Ratios to gross deposits, i.e. including items in course of collection. 


1958 
{mn 


183.4 


3080.0 
1463.7 


_—— 





4727.1 





1952-53 
1953-54 
1954-55 
1955-56 
1956-57 


1956-57 


April-Dec 

January 
1957-58 

April-Dec 


January 


* After taking account of net sales through 
securities other than defence bonds. 


National Savings 


({mns: Receipts into Exchequer reported during period) 


Savings 


Certi- 
ficates 


(net) 
+22. 
+19. 
+46. 
+19. 
+72. 


49, 
wa 


—14. 
- 


ee 


OnNoo oc 


I 


» 


Defence Savings Premium ‘Total Accrued Defence 
Bonds Banks Bonds Small Interest Bond 
(net (net) (net) (net) Maturity 
~10.7 -131.6 — ~119.5 88.3 -45.5 
+ 0.3 ~ 79.3 — - 60.0 88.6  -38.4 
+ 51.1 ~ 35.4 _ 61.7 88.8 -28.8 
21.5 ~ 80.4 — — 39.2 82.7 -50.8 
+ 3.2 —20.6 -|+65.0 +119.5 35.5 -38.9 
- 0.3 —30.9 44.8 51.2 29.6 33.9 

..2 $8.5 3.7 20.8 4.1 —- 2.4 
— 10.4 -60..0 55.1 29.4 31.6 -16.3 
3.1 — 1.1 9.8 6.2 -+ 3.6 - 0.5 


Britain’s Gold and Dollar Reserves 
(Millions of US dollars) 
Net Gold and Dollar 
Surplus (+) or Deficit (-) 





Years and With 
Quarters EPU* 
1946 . 
1947 .. 
1948 .. 
1949 .. 
1950 . + 14 
1951 .. —112 
1952 . — 276 
ol ae +-113 
1954 .. + 85 
1955 .. — 169 
1956 .. —211 
1957 276 
1957: 
- +- 20 
BE es 12 
July .. - 21 
August - 38 
September 134 
 & 193 
October 130 
November + 18 
December 3 
. —115 
1958: 
January - 13 


With 
Other 


Areas 


+791 


+ 433 


~ 435 


- 144 


Net 
Surplus 
or 
Deficit 
— 908 
— 4131 
-1710 
— 1532 
+ 805 
— 988 
~ 736 
+ 546 
+ 492 
- 575 
— 619 
— 411 


- 64 
a: a 
-~ $s 
~ 204 
—~ 300 


i 519 


_ 


. / 
“92 
96 


+ 181 


— ~~ = 





+ 131 


can 
Aid 


682 

1196 
762 

199 

428 

307 

152 

114 

66 

- 26 


Financed by: 


Special 
Ameri- 


Payments 
and 


Creditst Reserves 
: + 220 


+1123 
+3513 
+ 805 
+ 168 
+ & 
- 176 
- 181 
- 181 
- 400 
- 181 
+ 566 

525 


127 
177 


21] 





Total 
Remain- 
in g In- 
vested® 


6,126.2 
6,123.6 
6,124.0 


6,170.0 
6,194.0 


6,240.0 
6,249.0 


the Post Office Savings Bank of Government 


Reserves 
at End 


Change of Period 


In 


—- 618 
- 223 
—- 168 
+1612 
—- 965 
489 
672 
244 
642 
13 
140 


PP ie 


76 
+ 172 

14 

- 225 
- 292 
- 531 

- 243 

4+ 92 
+ 88 


- 423 


~- 


a) 


- 131 


2696 
2079 
1856 
1688 
3300 
2335 
1846 
2518 
2762 
2120 
2133 
2273 


2209 
2381 


2367 


2142 
1850 


— — 


1850 


ete 


2093 
2185 
2273 
2273 


—_—— 


2404 


* Portion of deficit or surplus settled in gold (in month following each accounting period). 


+ Payments comprise 


d annual service charges on the US and Canadian loans in each 


December from 1951 to 1955, and capital portion in 1956; also, initial payment of $99 mns 
on funding of EPU debt; repayment of $112 mns to IMF in 1954; further $7 mns on 


EPU funding in July, 1956; and $14 mns to IFC in August, 1956. 


Quarterly instalments 


on Canadian post-war loan and monthly payments to EPU creditors not deducted. Credits 
comprised $4,909 mns in 1946 from US and Canadian loans; $420 mns from IMF in 1947-49; 
$325 mns from S. African gold loan of 1948; $177 mns from sale of Trinidad oil company 
in September; $30 mns from sale of US Govt bonds in November; $561 mns from IM 
drawing in December, 1956; $59 mns from India’s drawing on IMF in February, $68 mns 
in March, $73 mns in June, and $250 mns from Ex-Im in October, 1957. 
t Annual payment to Germany on EPU debt; German deposit of £75 mns for prepay- 
ment of debt to Britain, spread through July, August and September, is not shown 4s 
special credit. 
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THE ROYAL BANK OF SCOTLAND 








Highly Liquid and Strong Position 





Chancellor’s Efforts to Restore Confidence in Sterling 





Determination to Combat Inflation and Maintain Pound Value 





Importance of High Level of Capital Investment 





The Duke of Buccleuch on European Common Market Opportunities 





of The Royal Bank of Scotland was held 
on February 25 in Edinburgh. 

The following is the circulated statement of 
the Governor of the Bank, His Grace the Duke 
of Buccleuch and Queensberry, K.T., P.C., 
G.C.V.O., LL.D.: 

[| desire in the first place to refer to changes 
which took place during 1957 in the Court of 
Directors. Mr. Kenneth Murray, who had 
been an Ordinary Director since 1935 and 
Chairman of the Court from 1946 until 1955, 
resigned in June. I would take this opportunity 
to congratulate Mr. Murray on the honour of 
Knighthood recently conferred upon him by 
Her Majesty the Queen. Sir William Young 
Darling, C.B.E., M.C., D.L., LL.D., has also 
resigned from the Court of Ordinary Directors. 
[ am glad to say, however, that he has agreed to 
serve as an Extraordinary Director. 

Accompanying this Statement is a copy of 
our Annual Report and Accounts, incorporating 
a Consolidated Profit and Loss Account and 
Balance Sheet of the Group, but before dealing 
with our own affairs I propose to comment 
briefly on matters of wider significance. 


Tor’ Annual General Court of Proprietors 


A Rather Confused Scene 


The scene confronting us to-day is rather 
confused, and looking back it is difficult to 
reconcile the happenings of the first half of the 
year with the events which followed in Sept- 
ember. Bank Rate, which stood at 54 per cent. 
at this time last year, was reduced to 5 per cent. 
on 7th February, a movement described at the 
time by the Authorities as ‘‘ a technical adjust- 
ment ” to bring it into line with the reduction in 
money market rates which had taken place 
earlier. The dislocation caused by the Suez 
crisis did not affect our overseas trading results 
as much as might have been expected and our 
balance of payments position weathered the 
storm reasonably well. Generally, there ap- 
peared to be no lack of confidence in the 
country’s over-all financial position despite the 
fact that the internal price level, principally as a 
result of wage increases, continued on its upward 
course. ‘The Government successfully carried 
through funding operations on a considerable 
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scale by sales of gilt-edged securities in the open 
market. A measure of tax relief was granted 
in the Budget, and there was a fairly widespread 
belief that some relaxation of the restrictions on 
credit might be forthcoming. 


Chancellor’s Actions a Shock 


The drastic nature of the measures taken by 
the Chancellor of the Exchequer in September 
came as a shock to us all. Sterling had, it is 
true, come under strong speculative pressure 
in the late summer but with our current pay- 
ments accounts still running in our favour the 
real seriousness of the position was not widely 
appreciated. It had perhaps been forgotten 
that the inadequacy of the country’s reserves 
places us, as bankers to the Sterling Area, in the 
position of being dependent on the maintenance 
of confidence abroad in our currency and that 
confidence can be undermined by doubts about 
our economic policies as well as by adverse trade 
and balance of payments figures. That is 
precisely what happened last year. The con- 
tinued upward movement in the general level of 
our prices and the possibility of further wage 
increases gave rise to fears that we were not 
carrying on the fight against inflation resolutely 
enough and that this might bring about a 
devaluation of sterling. 

The aim of the Chancellor was, therefore, to 
restore confidence in sterling by demonstrating 
the Government’s determination to combat 
inflation and maintain the value of the pound. 
Our inflation has been fed by increases in the 
money supply and the Chancellor decided that 
this must stop. As he said, “‘ There can be no 
remedy for inflation and the steadily rising 
prices which go with it which does not include, 
and indeed is not founded upon, a control of the 
money supply.”’ He based his policy on four 
main measures: (1) a rise in the Bank Rate from 
5 to 7 per cent., the highest level at which it has 
stood since 1921; (2) a new directive to the 
Capital Issues Committee to take up a more re- 
strictive and critical attitude towards applica- 
tions to borrow and in particular towards 
applications for large amounts; (3) a further 
intensification of the quantitative restriction on 
bank advances by requesting the Banks to hold 
their advances over the following year at the 








average level of the previous twelve months ; and 
(4) a limitation of Government spending and a 
reduction in the capital investment programmes 
of Local Authorities and the Nationalised 
Industries. 

The raising of the Bank Rate is an expensive 
part of the policy. Last year I referred to the 
cost to the Exchequer of a high Bank Rate and 
the strain which it places on our external pay- 
ments account. My remarks then apply even 
more forcibly to a Bank Rate at to-day’s level. 


Bank Advances 


We are directly concerned with the new 
directive on bank advances and, along with the 
other Banks, we have assured the Chancellor 
that we shall do our best to keep our advances 
within the target. This may not be easy to 
achieve for the extent to which overdraft limits 
granted for trading purposes are utilised at any 
particular time depends largely on the require- 
ments of customers, and accordingly a bank’s 
total advances cannot be maintained at any 
particular level merely by turning away requests 
for new advances. 

While the Banks have readily co-operated in 
giving effect in their lending to official policy 
and, while they have promised their co-opera- 
tion in giving effect to the new directive, they 
cannot but have a sense of frustration in that 
they have again been singled out as an instru- 
ment of official policy. This feeling is accentu- 
ated by the fact that the gap created by their 
consequent inability to lend for certain purposes 
is being filled by other financial institutions not 
subject to similar restrictions and which in the 
main draw funds from the same sources as the 
Banks. Deposits are attracted away from the 
Banks by the generous rates of interest which 
such other financial institutions can offer by 
reason of the high rates they are able to charge 
for the loans they grant. Is it surprising, there- 
fore, that Bankers feel aggrieved when they learn 
of consents being granted by the Capital Issues 
Committee ‘‘ to borrow from a source other than 
a bank’’? Why, they ask, should so much 
lending, traditionally undertaken by the Banks 
in the past, now be channelled by official policy 
to other institutions ? 


Free Trade Area 


I did not comment last year on the probable 
effect on our industries of the establishment of 
the European Common Market or of the pro- 
posal that this country should become a member 
of a European Free Trade Area. I realised then 
that the proposals would require detailed study 
before I would be justified in expressing an 
opinion. The Common Market Treaty, laying 
down the conditions under which the European 
Economic Community consisting of France, 
Western Germany, Italy and the Benelux 
Countries is to be established, came into force on 
1st January 1958. The first tariff reductions 
are to take place in January 1959 and eventually 
all tariff barriers and import restrictions among 
the six countries will be abolished. This will be 
accompanied by the establishment by the six 
countries of a common tariff wall in respect of 
imports from outside the Community. It 1s 
against this background that the proposals to 
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set up the Free Trade Area must be viewed, | 
think there can be little doubt that, even although 
some of our industries may be adversely 
affected, we cannot afford to isolate ourselyes 
from the European Community by refusing to 
become part of the Free Trade Area. During 
1957 several detailed investigations of the pro- 
posals have been made by bodies in this country 
and, as a result, it is now possible to assess to 
some extent the probable effects on our economy, 
The Economist Intelligence Unit undertook 
a comprehensive study of the proposals, and 
their Report, “‘ Britain and Europe,” has now 
been issued. The authors have reached the 
conclusion that “‘ the greater part of manv- 
facturing industry in the United Kingdom 
would benefit from British membership of a 
Free Trade Area,” and they are firmly con- 
vinced that ‘‘ the United Kingdom’s interests 
would be damaged if it remained outside.” 
The evolution of the Free Trade Area must 
of necessity be a gradual process and it will cal] 
for some considerable adjustments in our 
industrial structure. New opportunities will 
be presented for an expansion of our trade and 
we must make a determined effort to grasp them. 
The Report refers to our low rate of investment 
and economic growth and attributes this largely 
to our high rate of private consumption and an 
inadequacy of savings. It discusses this pro- 
blem very fully and suggests that “ some 
politically acceptable way ”’ must be found “ of 
controlling consumption,” because ‘‘ whether 
or no there is a Free Trade Area, Britain must 
invest more.” I have previously referred to the 
inadequacy of our savings for investment and it 
is disappointing to observe, despite the promis- 
ing start, the poor results shown by National 
Savings figures during the past year. In my 
view, the great disincentives to a satisfactory 
level of savings are the present high level of 
taxation and the steady depreciation in the 
purchasing power of our currency. 


Wage Increases v. Increased Production 


I have referred in previous years to the im- 
portance of a high level of capital investment, for 
our future prosperity seems to me to depend on 
a continued increase in the productive capacity 
and efficiency of industry. A criticism of our 
monetary policy of recent years is that it has 
been instrumental in severely curtailing the 
capital investment programme of the private 
sector of industry and yet has failed in achieving 
its primary objective of halting inflation. One 
of the main causes of this failure is that the in- 
crease in production has not kept pace with the 
growth in the spending power in the hands of the 
public, by reason of the simple fact that wage 
increases have not been offset by increased 
productivity. ‘To some extent our troubles in 
this respect have arisen not only from increases 
in basic wage rates but also from the fact that, in 
a situation where the demand for labour has 
been in excess of the supply, employers have 
been very ready to pay special and overtime 
rates to attract and retain labour. It has been 
possible for industry to cover these inflated wage 
costs by increasing the prices of their products 
because of the high level of consumer spending 
power. 































Scottish Industry—A Fairly Satisfactory 
Year 

Scottish industry in general has had a fairly 
satisfactory year. It was not greatly affected by 
the dislocation of maritime trade and resulting 
shortage of oil supplies caused by the closure 
of the Suez Canal during the early part of the 
year, and the loss of production in engineering 
and shipbuilding due to the strike in the spring 
has been at least partially made good. Although 
orders for new ships fell in the second half of the 
year, Scottish shipbuilders still have work on 
hand for many years ahead, unless the present 
depression in freight rates leads to further 
cancellation of orders. Scotland is to have a 
fair stake in the development of atomic energy. 
There are the fast breeder and materials-testing 
reactors at Dounreay, the plant being con- 
structed at Chapelcross near Annan for the 
production of plutonium and the nuclear power 
station to be constructed by the South of 
Scotland Electricity Board at MHunterston. 
There is every prospect that Scotland will share 
in any further expansion of this industry, and it 
is gratify ing to see that the first atomic-powered 
oil tanker in the world may be constructed on 
the Clyde. Coal production in Scotland in- 
creased in the first half of the year by about 
150,000 tons, but unfortunately this improve- 
ment was not maintained and the final results for 
the year were disappointing. Steel output con- 
tinued to increase in the early months of 1957 
but towards the end of the year demand eased 
and some unused capacity became apparent. 
Important steel expansion schemes are now in 
progress which should help to maintain our 
prices at competitive levels and meet any ex- 
pansion of demand. ‘The modernisation plans 
of British Railways may open up new oppor- 
tunities for the locomotive building industry 
which has not been faring too well recently. 

The whisky industry has again had a good 
year in the export field and 1957 saw a new 
record being achieved in overseas earnings; in 
fact, these have risen from around £10 million in 
1946 to over five times that amount. The 
prospects for the woollen industry, which has 
in the past had a large overseas trade, are, how- 
ever, being affected by the new import quota 
arrangements imposed by the United States of 
America. 


Development Projects 

This year I feel I should pay a special tribute 
to the Scottish Council (Development and In- 
dustry) for its efforts to advance Scotland’s 
claim to be chosen as the site of the proposed 
new Steel Strip Mill. The matter is of im- 
portance to us all. As the Council Record says, 
“With diminishing employment opportunity, 
Scotland has great need of an industry on the 
scale of the projected new Steel Strip Mill.” 
The claim, however, is not being pressed on any 
narrow nationalistic grounds for it is considered 
by the Council that, looking at the United 


Kingdom economy as a whole, the balance of 
economic advantage would lie in the Mill being 
located in Scotland. Another matter in which 
the Scottish Council has taken a very active 
interest is the proposed new Graving Dock for 
the Clyde and there is every possibility that this 
project will be brought to fruition. 
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Other major projects in hand are an extension 
to the Oil Terminal at Finnart on Loch Long 
and the erection of a new plant at Grangemouth 
by British Hydrocarbon Chemicals Ltd. for the 
manufacture of phenol. The developments at 
Grangemouth are, as I have said before, of great 
value to the economy of Scotland. 

Our farmers are dependent on the weather 
which, on the whole, was somewhat unkind to 
them last year. ‘The winter was mild with very 
little frost or snow, and abnormally dry weather 
in June, which affected some crops, was fol- 
lowed in the remaining months of the summer 
by heavy rain and high winds, spoiling many 
crops, especially in the north-east of Scotland. 
Notwithstanding these setbacks, the harvest was 
at least average for the country as a whole and it 
was a good year for stock breeders. The latest 
official estimate of the gross output of Scottish 
farming for the year ended May 1957 places on 
it a value of around £160 million, more than four 
times the pre-war figure, but a truer comparison 
is obtained by taking the volume of production 
which was 57 per cent. greater than pre-war. 
In agriculture, as in other industries, production 
costs have continued to rise but these have been 
partially offset by improved farming methods, a 
higher degree of efficiency of production and the 
greater use of machinery. In spite of all the 
difficulties with which they have had to contend, 
our farmers have lessened the country’s de- 
pendence on imported foodstuffs. Some un-: 
certainty exists as to how the industry will be 
affected by the establishment of a European 
Free Trade Area. Now that the detailed 
arrangements for the Free Trade Area are being 
worked out, I sincerely hope that consideration 
will be given to the particular circumstances of 
the industry to ensure that it will not suffer, for 
its maintenance at the highest possible level 
of production is of the greatest importance to 
our economy. 


Result of Year’s Operations 


Turning now to our own affairs, the net 
profit for the year amounts to £637,253, after 
making the usual allocations to the Staff Pension 
and Widows’ Funds and providing for all 
taxation. ‘Transfers have been made to Reserve 
for Contingencies, out of which provision has 
been made for all bad and doubtful debts, 
fluctuations in the value of Investments and 
other contingencies. ‘The resources available to 
us during the year were maintained on a slightly 
higher average level than in 1956 but the 
resulting increased income has been more than 
fully absorbed by increased costs of administra- 
tion. Practically all items of expenditure rose 
in 1957 but the major increases were in salaries 
and Pension Fund contributions. It is this 
burden of steadily rising costs which has made 
it necessary for the Scottish Banks to decide to 
increase the charges tocustomers. The existing 
charges have remained substantially unchanged 
since 1952 and while the new scale of charges 
will still leave customers of the Scottish Banks 
with a cheap banking service, the decision to 
make the increase was taken very reluctantly 
and only after the most careful consideration. 

Deposits at just over £121 million are nearly 
£1 million above the figure at the end of 1956. 
During the year, as I have already mentioned, 





we continued to face strong competition for 
deposits from other financial institutions, and in 
addition the high Treasury Bill Rate continued 
to attract deposits away from us, particularly in 
the later months of the year. 

Our Advances at the end of the year totalled 
£42.7 million, a decrease of £2.2 million on the 
figure at 31st December, 1956. 

We again show our Investments at or under 
the market value at the end of the year. The 
only other Balance Sheet figure which calls for 
comment, and only because of the large increase 
as compared with 1956, is that under the heading 
‘* Acceptances, Confirmed Credits and Other 
Obligations on account of customers ”’ and the 
contra total for the corresponding liability of our 
customers to the Bank. ‘The increase here is 
due to a number of large current transactions in 
our Overseas Departments. 

These results, which I regard as not un- 
satisfactory, have been achieved against a back- 
ground of considerable difficulty. ‘The highly 
liquid and strong position of the Bank’s affairs as 
shown in the Balance Sheet will, I am sure, give 
satisfaction to our customers and stockholders 
alike. 

A final dividend at the rate of 7 per cent. 
actual, making 14 per cent. for the year, is 
recommended and it is also proposed that a sum 
of £150,000 of the balance remaining available 
be added to Reserve for Contingencies. If 
these recommendations are approved a sum of 
£151,631 will be carried forward to 1958. 

The experience of our Associated Banks 
during the year has been largely the same as our 


own. Both show strong liquid positions. 
benefit of increased resources has in each cage 
been insufficient to cover higher costs and both! 
report slightly lower profits this year. | 
consolidated profit of the Group amounts ft 
£894,560, a decrease of £6,119 as compared: 
with 1956. The Deposits of the Group amoung 
to £316 million, an increase of over £5 million’ 
while Advances at over £107 million show # 
contraction of almost £8 million. 4 

Opportunities for further expansion in Scots 
land are very limited but the Group as a whole 
has continued its policy of expanding itg 
business in England. In 1957 Williams: 
Deacon’s Bank opened a new Branch af) 
Leicester and during the current year it is pro a 
posed to open new Branches at Bristol, Cardiff, | 
Chester, Leeds, Southampton and Warrington.) 
thus widening still further the field of the 
Group’s activities. We ourselves have openeg 
two new Branches in London—at Mincing Lange 
in July last and at Knightsbridge on 7th Janus 
of this year, bringing the number of our Offices 
in London up to seven. 


Tribute to Executives and Staff 


In conclusion, I would like, on behalf of the 
Court, to pay a tribute to our Staff. a 
results shown by the Bank during the pas 
difficult year could not have been achieved™ 
without hard work and keenness in all grades— 
at Head Office and throughout our organisation,” 
I would like, therefore, to express our thanks toe! 
Mr. Ballantyne, our General Manager, and all 
those who serve so loyally under him. 








CREDIT INFORMATION 


An experienced credit man capable of setting 
up and developing a detailed world wide and 
analytic information service is required by a 
city company for a new post with consider- 
able possibilities of development. Only men 
with proved ability in this field who are pre- 
pared to devote their whole interests to 
building up a new department will be con- 
sidered. The successful applicant will be paid 
a four figure commencing salary and will be 
between 35-45. Applications giving details of 
previous employment and remuneration in 
strict confidence to Box No. 358, The Banker, 
9-11 Poultry, E.C.2. 


THE CHARTERED 
INSTITUTE 
OF SECRETARIES. 


Directors requiring the services 
of CHARTERED SECRETARIES 
for secretarial and other execu- 
tive appointments are invited to 
communicate with the Secre- 
tary of the Institute at Dept. 
B, 14 NEW BRIDGE ST., 
LONDON, E.C.4 











EMBOSSED PLATES 
for Adrema, etc. 


supplied cut to customers’ re- 
quirements. Printing service also 
available if required. Prompt 
and efficient service at reasonable 
prices. Accuracy guaranteed. 
FREDERICK ROSS & COMPANY, 


32 Shaftesbury Avenue, 
London, W.1. (Gerrard 6121) 











Where there's a 
will there's a y 
to help a child 
like this | 


When advising on wills and bequests, de 
forget the N.S.P.C.C. and its never-end 
struggle against cruelty and neglect. 


N.S.P.C.C€C 


VICTORY HOUSE, LEICESTER SQ., LONDON, Wits 
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